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Abcut the Company

Community First Bancorporation (the “Comparny”), headquartered in Walhaila, South Carolina, is a bank holding
. company organized as a South Carolina corporation with one wholly-owned commercial banking subsidiary. Through its
subsidiary, Community First Bank (the “Bank”™), the Company provides a wide range of lending and deposit services and
telebanking. Substantially all lending and deposit acquisition activities occur within the Company’s local market areas in
QOconee and Anderson counties of South Carolina. The Company markets its products and services principally by offering
attractive interest rates and fees along with a friendly, personal service approach which management believes can best be
accomplished by 2 locally owned community bzink The Bank first commenced operations on March 12, 1990, and the
Company was organized in 1997 to become the Bank’s holding company under a plan approved by the Bank's
shareholders.

Locations
Walhalia Office Seneca Office
3685 Blue Ridge Boulevard 1606 Szndifer Boulevard
Walhalla, South Carolina 29691 Seneca, South Carolina 29678
(864) 638-2105 "~ (864) 882-2575
Anderson Office Williamston Office
- 4002 Clemson Boulevard 208 East Main Street
Anderson, South Carolina 29621 Williamston, SC 29697
(864) 222-2440 (864) 847-5109
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President’s Report to the Shareholders of Community First Bancosporation

Fiscal year 2002 was a year of opportunity and challenges for Community First
Bancorporation. The business climate and the economy were slowing down from the
rapid pace of the last five years. In the climate that existed during 2002, and that which
exists currently, extra emphasis must be placed on risk management in the area of loan
quality as well as profitability. The importance of comtrolling operating expenses,
maintaining the reserve for loan losses at an adequate level, and maximizing interest
income are all critical factors for the continued success of Community First
Bancorporation. Your Company's performances in these areas are very good, a
reflection of our market economy, which remains healthy, and the tremendous team
effort put forth by our employees. '

Strong 2002 earnings provided a 1.24% return on average assets and a 14.89%
return on average equity. Shareholder’s equity rose by over $3,000,000, ending the year
at $20,085,000 or $8.96 on a per share basis. For nine consecutive years the Company
has declared a stock dividend. Your Company is proud of its record. This dividend
resuited in the issuance of 106,000 new shares of stock to our valued shareholders.

Deposit and loan. growth are critical for sustaining long-term earnings
performance and increased shareholder value. Deposits at the end of 2002 were -

$211,639,000 for an increase of 9.4% over the previous year. Loans outstanding at year . -

end 2002 were $137,359,000 an increase of 14.7% over last year. These increases
reflect management's focus on the quality and mix of the assets and liabilities of the
Company. '

Future plans are to add another office in our market area as we respond to the
growth in demand for our community banking services. We expect to open our fifth full
service banking office in Westminster, South Carolina early in the second quarter of
2003.

We remain committed to quality growth, delivering outstanding service to our
customers, and dedication to superior performance, which we expect will result in

continued increases in shareholder value.
Officer

Respectfully,




Financial Summary

Years Ended December 31,
2002 2001 2000 1999 1998
(Dollars in thousands, except per share data)
Financial Condition
Securities 3 62,968 $ 71,339 $ 57,862 $ 54,178 3 38,284
Allowance for loan losses 1,950 1,200 1,000 943 955
Net loans (1) 135,409 118,544 96,562 75,215 66,938
Premises and equipment - net 4,148 3,232 3,411 3,289 2,871
Total assets 232,855 211,898 181,066 153,583 127,127
Noninterest bearing deposits 24,416 25,449 21,224 16,909 14,798
Interest bearing deposits 187,223 168,070 143,158 121,709 97,698
Total deposits 211,639 193,519 164,382 138,618 112,496
Total iiabilities 212,770 194,881 166,171 139,847 113,524
Total shareholders’ equity 20,085 17,017 14,895 13,736 13,603
Results of Operations
Interest income $ 12,580 $ 13,969 3 12,034 3 10,402 3 8,904
Interest expense 4,716 8,212 7,014 5,687 4,518
Net interest income 7,864 5,757 5,020 4,713 4,386
Provision for loan losses 1,291 567 305 300 213
Net interest income afler provision 6,573 5,190 4,715 4,415 4,173
Other income 1,413 1,021 865 662 574
Other expenses 3,697 3,239 2,962 2,542 2,155
Income before income taxes 4,289 2,972 2,618 o 2,535 . 2,592
Income tax expense 1,527 1,067 939 909 928
Net income 3 2,762 3 1,903 3 1,679 3 - 1,626 3 1,664
Per Share Data (2)
Net income $ 124§ 08  § 0.75 $ 0.71 $ 0.73
Net income, assuming dilution 1.17 0.81 0.71 0.66 0.69
Period end book value 8.96 7.66 6.68 5.92 5.95

(1) Excludes loans held for sale.
{2) Per share amounts have been retroactively adjusted to reflect 5% stock dividends effective November 28, 2002, December 21, 2001 and December 135,

2000, a 10% stock dividend effective December 15, 1999, and a iwo-for-one stock split effective July 31, 1998. -




Market for Common Stock and Dividends

Although a limited number of shares of common stock of Community First Bancorporation (the “Company”) are
traded from time to time on an individual basis, no established trading market has developed and none is expected to
develop in the near future. The common stock is not traded on the NASDAQ National Market System, nor are there any
market makers known to management.

During 2002, management was aware of a few transactions in which the Company’s common steck traded in a
price range from $15.48 to $17.14 per share (per share prices have been adjusted to reflect a 5% stock dividend effective
November 28, 2002). However, management has not ascertained that these transactions resulted from arm’s length
negotiations between the parties involved, and because of the limited number of shares involved, these prices may not be
indicative of the market value of the common stock.

During 2001, the Company repurchased and cancelied a total of 19,377 shares of its common stock from two of
the Company’s directors for a total of $359,000, or an average price of $18.52, or 21,363 shares at $16.79 if adjusted for
two subsequent 5% stock dividends. On April 20, 2000, the Company repurchased and cancelled 110,000 shares of its
common stock for a price of $17.27 per share, totaling $1,900,000, or 127,339 shares at $14.92 per share if adjusted for
three subsequent 5% stock dividends. The shares repurchased in 2000 comprised 5.5% of the Company’s then outstanding
common stock and were acquired from one shareholder who had expressed to management a desire to sell his shares. The
foregoing repurchases and cancellations of shares, including the per share prices paid, were negotiated between the
shareholders and the Company’s management and approved by the Board of Directors. No common stock repurchases
were effected during 2002,

As of February 28, 2003, there were approximately 820 holders of record of the Company’s common stock,
excluding individual participants in security position listings.

There have been no cash dividends declared or paid since the Company’s inception. In order to support the
Company’s continuing need for capital to support anticipated asset growth and market expansion, management does not
expect to declare or pay cash dividends in 2003.

The Board of Directors declared 5% stock dividends effective November 28, 2002, December 21, 2001, and
December 15, 2000.

The Company’s ability to declare and pay cash dividends is largely dependent upon the successful operation of the
subsidiary bank and its ability to pay cash dividends to the Company. South Carolina banking regulations restrict the
amount of cash dividends that can be paid by the banking subsidiary to the Company. Any of the Bank’s cash dividends to
the Company in excess of the current year’s earnings are subject to the prior approval of the South Carolina Commuissioner
of Banking. In addition, dividends paid by the Bank to the Company, or by the Company to its shareholders, would be
prohibited if the effect thereof would cause the capital of the banking subsidiary or the Company to be reduced below
minimum capital requirements.

Management’s Discussion and Anafysis

This discussion is intended to assist in understanding the consolidated financial condition and results of operations
of Community First Bancorporation and its wholly-owned subsidiary, Community First Bank (the “Bank”™), which are
collectively referred to as the “Company”. This information should be reviewed in conjunction with the consolidated
financial statements and related notes contained elsewhere in this report. Per share net income and net income, assuming
dilution, have been adjusted to reflect 5% stock dividends effective November 28, 2002, December 21, 2001, and
December 15, 2000,

Forward-looking Statements

Statements included in Management's Discussion and Analysis which are not historical in nature are intended to be,
and are hereby ideniified as "forward-looking statements" for purposes of the safe harbor provided by Section 21E of the
Securities Exchange Act of 1934, as amended. Forward-looking staternents include statements concerning plans, objectives,
goals, strategies, future events or performance and underlying assumptions and other statements which are other than statements
of historical facts. Such forward-looking statements may be identified, without limitation, by the use of the words “anticipates,”
“estimates,” “expects,” “intends,” “plans,” “predicts,” “projects,” and similar expressions. The Company’s expectations, beliefs
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and projections are expressed in good faith and are believed by the Company to have a reasonable basis, including without
limitation, managemeni’s examination of historical operating trends, data contained in the Company’s records and other data
avzilable from third parties, but there can be no assurance that management’s expectations, beliefs or projections will result or
be achieved or accomplished. The Company cautions readers that forward-looking statements, including without limitation,
those relating to the Company's recent and continuing expansion, its future business prospects, revemnues, working capital,
liquidity, capital needs, interest costs, and income, are subject to certain risks and uncertainties that could cause actual results to
differ materially from those indicated in the forward-lcoking statements, due to several important factors herein identified,
among others, and other risks and factors identified from time to time in the Company's reports filed with the Securities and
Exchange Commission.

Earnings Performance
2002 Compared with 2001

For the year ended December 31, 2002, the Company recorded net income of $2,762,000, an increase of $857,000,
or 45.0%, above net income of $1,905,000 for 2001. Net income per share for 2002 was $1.24 compared with $.85 for
2001. Per share net income, assuming dilution for unexercised steck options, was $1.17 for 2002 compared with $.81 for
2001. Return on average assets was 1.24% for 2002 compared with .91% for 2001. Return on average shareholders’ equity
increased to 14.89% for 2002 from 11.82% for 2C01.

Net income increased significantly in 2002 primarily due to higher net interest income. The $2,107,000 increase
in net interest income was attributable to higher volumes of loans outstanding in 2002 and lower rates paid for deposit
funding sources. Increases in the amounts of loans outstanding were funded by a change in the mix of the earning assets
portfolio and through deposit sources obtained at favorable rates within the Company’s market areas of Oconee and
Anderson Counties of South Carolina. See “Net Interest Income” for further discussion of the Company’s interest income

and expense.

Partially offsetting the positive effects of increased net interest income was a significant increase in the amount of
the provﬁsﬁon for loan losses. In 2002, the banking subsidiary provided $1,291,600 for loan losses compared th a
provision of $567,000 in 2001. See “Provision for Loan Losses” for further discussion. : .

Both noninterest income and noninterest expenses increased significantly during 2002. - The _subsidiary bank
implemented a new automatic overdraft protection product, and made other changes in the amounts of service charges,
during 2002 that increased the amount of service charge income collected from customers. Noninterest expenses increased
substantiaily, also, due both to continued expansion of the number of the Bank’s locations and the effects of increased
munbers of deposit and loan accounts. Although the Company continuously seeks to minimize the effects that increased
account volumes have on operating expenses through the use of techmology, increases in operating expenses from this
source still occur.

2001 Compared with 2000

FFor the year ended December 31, 2001, the Company recorded net income of $1,905,000, an increase of $226,000,
or 13.5%, from met income of $1,679,000 for 2000. Net income per share for 2001 was $.85 compared with $.75 for 2000.
Per share net income, assuming dilution for unexercised stock options, was $.81 for 2001 compared with $.71 for 2000.
Return on average assets was .91% for 2001 compared with [.02% for 2000. Return on average shareholders’ equity
decreased to 11.82% for 2001 from 12.70% for 2000.

Net income increased in 2001 primarily as a result of higher net interest income. The $737,000 increase in net
interest income was attributable to higher volumes of interest earning assets in 2001, particularly loans and federal funds
sold. The funding supporting these increases is attributable in large measure to the Company’s ability to attract deposits at
favorable rates over the last four years through its expansion activities into Anderson County, South Carolina.

Pastially offsetting the positive effects of increased net interest income in 2001 were increases in provisions for
loan losses and other noninterest operating expenses. Increased loan loss previsions totaling $262,000 resuited from year-
over-year loan growth of $22,182,000 or 22.7%, increased amounts of net loan charge-offs, and a higher amount of
nonperforming loans. Noninterest operating expenses increased $277,000 in 2001 primarily as a result of the Company’s
efforts to obtain, manage and process increased profitable volumes of business.




Comprehensive [ncome

Comprehensive income for 2002, 2001 and 2000 was $2,978,000, $2,435,000 and $2,941,000, respectively.
Accounting principles generally require that recognized revenue, expenses, gains and losses be included in net income.
Cther elements of comprehensive income for the Company are correlated directly to the effects that changing market rates
of interest have on the fair values of the Company’s holdings of available-for-sale securities. The resulting changes in
unrealized holding gains and losses on such securities are reported as a separate component of shareholders’ equity. Those
changes in fair value, net of income tax effects, combined with net income, comprise comprehensive income,

Net Interest Income

Net interest income, the difference between interest income eamned and interest expense incurred, is the principal
source of the Company’s earnings. Net interest income is affected by changes in the levels of interest rates and by changes
in the volume and mix of interest earning assets and interest bearing liabilities. For analysis purposes, interest income from
tax-exempt investments has been adjusted to an amount that would have to be eamed on taxable investments to produce the
same after-tax yields. This adjusted amount is referred to as fully taxable equivalent (FTE) interest income.

FTE net interest income was $7,895,000, $5,791,000 and $5,028,000 for 2002, 2001 and 2000, respectively. FTE
interest income for 2002 was $1,392,000, or 9.9%, less than in 2001. Similarly, interest expense for 2002 decreased
$3,496,000, or 42.6%, from the prior year amount. The increase in FTE net interest income for 2002 resulted from higher
volumes of interest earning assets and from rates paid on funding sources declining more than did the rates earred on
earning assets. Growth in loans was especially strong as average loans for 2002 were $23,624,000, or 22.2%, more than the
2001 amount. The Company’s average federal funds sold position declined during 2002 to $23,656,000, representing a
decrease of $7,859,000, or 24.9%, from the 2001 average amount. Investment securities decreased slightly in 2002, also,
averaging $59,246,000. This represents a decrease of $3,212,000, or 5.1%. Average interest bearing deposits increased by
$9,738,000, or 5.8%, over the 2001 amount and average non-interest bearing deposits increased by $1,320,000, or 5.7%.

During 2002, market rates of interest were relatively stable. Throughout 2001, however, market rates of interest
feli sharply. In each of the two years, the Federal Reserve Board attempted to provide stimulus to the economy. In 2001,
the Federal Reserve Board sought to reduce market inferest rates quickly so that inierest costs might be reduced
significantly in order to increase the amounts of funds companies would have available for: capital expenditures, new job
* creation and other purposes that could contribute to economic growth. The effects of those declires in interest rates on the
Company were not fully realized until 2002, however. :

During 2002, the Federal Reserve Board maintained market rates of interest at near-historic low levels to further
the goals identified above. The continuance of the low interest rate environment had two major effects on the Company’s
customers. First, borrowers were more likely to refinance or otherwise attempt to revise the terms of their debts, especially
seeking to decrease the associated interest rates. Second, depositors were more likely to commit funds to longer-term
deposit instruments in order to secure a marginally higher rate of return on their investments.

As shown in the tables “Average Balances, Yields and Rates” and “Volume and Rate Variance Analysis,” the
lower interest environment in 2002 resuited in significant reductions in both interest income and interest expense. The
Company changed the “mix” of its interest earning assets in favor of the generally higher-yielding loans, somewhat
mitigating the effects of the lower rate environment on ingerest income. Ratios of average loans to average deposits were
64.1% and 55.5% during 2002 and 2001, respectively. The average rate earned on average interest earning assets in 2002
was 5.90%, representing a decrease of 106 basis points from the comparable rate earned in 2001,

During the past two years, but with greater impact in 2002, the Company reduced the interest rates it paid on
interest bearing transaction and savings deposits and reduced significantly the rates offered for new or reinvested
certificates of deposit. Relatively large amounts of certificates of deposit matured or were otherwise repriced according to
their terms during 2002. Conseguently, during 2002 the average rate paid for inierest bearing deposit liabilities was 2.64%,
a decrease of 223 basis points from the average rate paid in 2001.

The $763,000 increase in FTE net interest income for 2001 resulted from higher volumes of interest earning assets.
Growth in loans was especially strong as average loans for 2001 were $20,218,000, or 23.4%, more than the 2000 amount.
The Company’s federal funds sold position was much stronger in 2001, also, increasing on average to $31,515,000, an
increase of $19,001,000, or 151.8%, over the 2000 average amount In addition, investment securities increased
significantly, averaging $4,617,000, or 8.0%, more in 2001 than in 2000. Funding sources for these assets were provided
by increased deposit liabilities. Average interest bearing deposits increased by $37,818,000, or 28.9%, over the 2000
amount and average noninterest bearing deposits increased by $4,802,000, or 25.9%.

7



The table, “Average Balances, Yields and Rates”, provides a detailed analysis of the average amounts of the
Company’s assets and liabilities and the effective yields and rates on the categories of average interest earning assets and
interest bearing liabilities for the years ended December 31, 2002, 2001 and 2000.

Average Balances, Yields and Rates

Years ended December 31

2002 2001 2000
Average  Income/  Yields/ Average  Income/  Yields/ Averagé Income/  Yields/
Balances (I Expense  Rates Balances (i Expense  Rates Balances (1 Expense  Rates
(Dollars in thousands)
Assets
Interest bearing deposits due from banks 3 26 % 1 3.85% $ 20 3 1 5.00% 3 9 3 1 11.11%
Taxable securities 59,246 2,613 4.41% 62,458 3,620 5.80% 57,841 3,556 6.15%
Tax-exempt securities (2) 198 15 7.58% 198 15 7.58% 197 15 7.61%
Federal funds sold 23,656 381 1.61% 31,515 1,297 4.12% 12,514 761 6.08%
Other investments 538 21 3.90% 458 38 8.30% 385 30 7.79%
Loans (2), (3) 130,104 9,580 7.36% 106,480 9,032 8.48% 86,262 7,679 8.90%
Total interest earning assets 213,768 12,611 5.90% 201,129 14,003 6.96% 157,208 12,042 7.66%
Cash and due from banks 3,931 3,588 3,156
Allowance for loan losses (1,621) (1,030) (991)
Unrealized securities gains (losses) 441 177 (2,489)
Premises and equipment 3,395 3,317 3,339
Other assets 2,692 2,813 3,737
Total assets § 222,606 $ 209,994 3 163,960
Lisbilities and shareholders’ equity
Interest bearing deposits v ]
Interest bearing transaction accounts $ 28,945 §.-.363 1.25% $ 26,099 $ 628 2.41% 3 22870 § 739 3.23%
Savings 25,470 266 1.04% 23,707 738 3.11% 21,006 806 3.84%
Time deposits $100M and over 54,650 1,573 2.88% 50,156 2,661 5.31% 38,800 2,440 6.29%
Griher time deposits 69,272 2,514 3.63% 68,637 4,185 6.10% 48,103 3,029 6.30%
Total interest bearing
deposits 178,337 4,716 2.64% 168,599 8,212 4.87% 130,781 7,014 5.36%
Noninterest bearing demand deposits 24,672 23,352 18,550
Cther liabilities 1,044 1,932 1,407
Shareholders' equity 18,553 16,111 13,222
Total liabilities and shareholders’
equity 3 222,606 $ 209,994 $ 163,960
Interest rate spread (4) 3.26% 2.09% 2.30%
Net interest income and net yield
on eaming assets (5) $ 7,895 3.69% $ 5,791 2.88% $ 5,028 3.20%
Interest free funds supporting earning
assets (6) $ 35,431 $ 32,530 $ 26,427

(1) Average balances are computed on a daily basis.

(2) Computed on a fully taxable equivalent basis using a federal income tax rate of 34%.

(3) Nomaccrual loans are included in the average loan balances and income on such loans generally is recognized on a cash basis.
(4) Total interest earning assets yield less the total interest bearing liabilities rate.

(5) Net interest income divided by total interest earning assets.

(6) Total interest earning assets less total interest bearing liabilities.




The table, “Volume and Rate Variance Analysis”, provides a summary of changes in net interest income resulting
from changes in volumes of interest earning assets and interest bearing liabilities, and the rates eamed and paid on such
assets and liabilities.

Volume and Rate Variance Analysis

2002 Compared with 2001 200} Compared with 2000
Volume (1)  Rate (1) Total Volume (1)  Rate(1) Total
{Dollars in thousands) '
Interest bearing deposits due from banks 3 -3 - 3 - 5 1 3 a1 s .
Taxable securities (178) (829) (1,007) 275 211) - 64
Tax-exempt securities (2) - - - - - -
Federal funds sold (266) (650) (916) 848 (312) 536
Other investments 6 23) a7n 6 2 8
Loans (2) 1,838 (1,290) 548 1,729 (376) 1,353
Total interest income 1,400 (2,792) (1,392) 2,859 (898) 1,961
Interest bearing deposits
Interest bearing transaction accounts 62 (327) (265) 95 (206) (111)
Savings 51 (523) (472) 96 (164) (68)
Time deposits $100M and over 221 (1,309) (1,088) 641 (420) 221
Other time deposits 38 _(1,709) (1,671) 1,255 (99) 1,156
Total interest expense 372 (3,868) (3,496) 2,087 (889) 1,198
Net interest income $ 1,028 $§ 1,076 3 2,104 3 772 8 ROR: 763

(1) The rate/volume variance for each category has been allocated on a consistent basis between rate and volume variances based on the percentage of
rate or volume variance to the sum of the two absolute variances except in categories having balances in only one period. In such cases, the entire
variance is attributed to volume variances.

(2) Computed on a fully taxable equivalent basis using a federal income tax rate of 34%.

Management currently expects that interest rates may move slightly higher, but within 2 narrow range, in 2003.
Management has not presently identified any factors that it believes might cause interest rates to increase sharply in a short
period of time. However, changes in interest rates that can significantly affect the Company, either positively or negatively,
are possible. In the absence of significant changes in marke? interest rate levels, any significant changes in net interest
income during 2003 are expected to result primarily from changes in the volumes of interest earning assets and liabilities.
Management expects to continue using its marketing strategies to increase the Company’s market share of both deposits
and quality loans within its market areas. These strategies involve offering attractive interest rates and outstanding
customer service.

Interest Rate Semsitivity

Interest raie sensitivity measures the timing and magnitude of the repricing of assets compared with the repricing
of liabilities and is an important part of asset/liability management. The objective of interest rate sensitivity management is
to generate stzble growth in net interest income, and to control the risks associated with interest rate movements.
Management constantly monitors ingerest rate risk exposures and the expected interest rate environment so that adjustments
in interest rate sensitivity can be timely made.

The table, “Interest Semsitivity Analysis”, indicates that, on a curnulative basis through twelve months, rate
sensitive liabilities exceeded rate sensitive assets at the end of 2002 by $88,186,000, resuiting in a cumulative gap ratic of
.43. When interest sensitive assets exceed interest sensitive liabilities for a specific repricing “horizon,” a positive interest
sensitivity gap resunits. The gap is negative when interest sensitive liabilities exceed interest sensitive assets, as was the
case at the end of 2002 with respect to the one-year time horizon. For a bank with a negative gap, falling interest rates
would ordinarily be expected to have a positive effect on net interest income and rising rates would ordinarily be expected
to have a negative effect. However, in a rapidly falling interest rate environment net interest income can decrease despite a
negative interest sensitivity gap. This occurs because traditional interest sensitivity analysis does not account for ali factors
that affect the repricing of assets including actions taken by consumers and businesses to prepay, refinance or renegotiate
terms associated with existing, higher fixed rate loans and mortgages. Similarly, issuers of federal and local government
securities frequently exercise early call options to prepay or refinance their debt securities at lower rates.
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A mismatch in the size of the interest rate changes that are possible for certain interest sensitive assets and
liabilities can also have a negative effect on net interest margins in a rapidly falling interest rate environment. For example,
the Company is relatively constrained in its ability tc reprice interest bearing transaction accounts and savings accounts.
Although these deposits are interest sensitive in the earliest period shown in the table, the rates paid cannot decrease below
zero. Yields on interest earning assets, however, are generally established at interest rates in excess of the Company’s cost
to acquire funds, and may therefore decrease further before they are similarly constrained.

The table, “Interest Senmsitivity Analysis”, reflects the balances of interest earning assets and interest bearing
liabilities at the earlier of their repricing or maturity dates. Amounts of fixed rate loans are reflected at the loans’ final
maturity dates. Variable rate loans are reflected at the earlier of their contractual maturity date or the date at which the
loans may be repriced contractually. Securities are reflected at the earlier of each instrument’s ultimate maturity or
contractual repricing date. Overnight federal funds sold are reflected in the earliest contractual repricing interval due to the
immediately available nature of these funds. Interest bearing liabilities with no confractual maturity, such as interest
bearing transaction accounts and savings deposits, are reflected in the earliest repricing interval. These liabilities are
subject to contractual arrangements that allow management to vary the rates paid on these deposits within a thirty-day or
shorter period. However, the Company is not obligated to vary the rates paid on those deposits within any given period.
Fixed rate time deposits, principally certificates of deposit, are reflected at their contractual maturity dates. Variable rate
time deposits, principally individual retiremnent accounts, are reflected at the earlier of their next repricing or maturity dates.

Interest Semsitivity Analysis

December 31, 2002

Within 412 Over 1-5 Cver 5
3 Months Months Years Years Total
(Dollars in thousands)
Interest earning assets
Interest bearing deposits due from banks 3 32 3 - 8 - 3 - 3 32
Securities available-for-sale 1,076 1,046 38,986 21,860 62,968
Other investments 555 - - - 555
Federal funds sold 21,471 - - - 21,471
Loans (1) 33,559 9,024 85,800 8,110 136,493
Total interest earning assets 56,693 10,070 3 124,786 3 29,970 3 221,519
Interest bearing liabilities
Interest bearing deposits
Interest bearing transaction accounts 3 26,193 $ - 3 - 3 - 3 26,193
Savings 22,477 - . - 22,477
Time deposits $100M and over 23,953 30,700 4,718 - 59,371
Cther time deposits 17,691 33,935 27,556 - 79,182
Total interest bearing liabilities 90,314 64,635 3 32,274 3 - 3 187,223
Interest sensitivity gap 3 (33,621) 3 (54,565)
Cumulative interest sensitivity gap 3 (33,621 b (88,186)
Gap ratio 0.63 0.16
Cumulative gap ratio 0.63 043

(1) Loans exclude loans held for sale and are net of nonaccruing loans totaling $866,000.

Provision for Loan Losses

The provision for loan losses is charged to earnings based on management’s continuing review and evaluation of
the loan portfolio and its estimate of the related allowance for loan losses. Provisions for loan losses were $1,291,000,
$567,000 and $305,000 for the years ended December 31, 2002, 2001 and 2000, respectively. The increased provision in
2002 was considered necessary due to increased amounts of loan charge-offs, trends in nonaccrual and other potential
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problem loans, higher volumes of loans outstanding and uncertainty about the potential impact that the current national
economic downturn might have on local economic and business conditions. The allowance for loan losses as a percentage
of total loans at year-end was 1.42% for 2002 compared with 1.00% as of the end of 2001. Net charge-offs for 2002 were
$541,000, an increase of $174,000 over the amount for 2001. Net charge-offs for 2001 were $367,000, an increase of
$119,000 over the 2000 amount. See “Impaired Loans,” “Potential Problem Loans,” “Allowance for Loan Losses” and
“The Application of Critical Accounting Policies” for further information and a discussion of the methodology used and
factors considered by management in its estimate of the allowance for loan losses.

Other Income

Noninterest income for 2002 increased by $392,000 or 38.4% over 2001. Service charges on deposit accounts
increased by $314,000 or 39.8% due primarily to charges associated with a new pre-arranged overdraft protection product.
In addition, the Company in 2002 began originating mortgage loans with the intent to sell, principally to a regional
mortgage banker. The Company realized $75,000 in gains on the sale of such loans in 2002. Several advantages accrue to
the Company under this arrangement including the ability to serve the needs within its established market areas for long-
term financing for home purchases without incurring the interest rate risk of maintaining a long-term fixed-rate asset. In
addition, as demonstrated by the gains realized on sale of loans originated during 2002, the Company may increase income
if it is able to originate such loans at above-average rates. The Company is generally afforded decreased risk of loss by
acquiring take-out commitments for such loans prior to the loans’ originations.

Noninterest income for 2001 increased $156,000 or 18.0% to $1,021,000. Service charges on deposit accounts
increased $213,000 or 37.0% to $789,000 for 2001. These increases were primarily due to increased chargeable account
activity related to larger numbers of accounts held by customers. Credit life insurance commissions decreased by $18,000
in 2001 following a $21,000 increase in 2000. A $4,000 gain was realized on the sale of one investment security in 2001,
There were no realized securities gains or losses in 2000.

Other Expenses

Noninterest expenses for 2002 increased $458,000, or 14.1%, over the amount for 2001. Salaries and employee
benefits increased by $303,000, or 17.3% over the 2001 amount. This increase was caused primarily by mcreasedl;
employee bonuses awarded in 2002 and normal salary and wage adjustments made from time-to-time.

Net occupancy and furniture and equipment expenses decreased slightly in 2002 due primarily to a decrease in the
amount of depreciation associated with data processing equipment. Computer and related equipment with an original cost
of $265,000 became fully depreciated during 2002. Much of this equipment was replaced during 2002 with new, more
advanced equipment for a cost of approximately $110,000.

Other expenses for 2002 increased $169,000, or 16.2%, over the amount for 2001 due to a2 $25,000 increase in
expenses for staticnery, printing and postage caused by continued increases in account volumes from a larger customer base
and by higher postal rates, a $22,000 increase in expenses for professional services primarily caused by increased usage of
outside assistance in assessing various business strategies, and a $47,000 increase in data processing because of the
expenses associated with software used for the Company’s basic information needs. During 2002, the Company licensed
an enhanced version of its primary application software.

Noninterest expenses for 2001 increased $277,000 or 9.4%. Salaries and employee benefits increased $194,000 in
2001 due to recording the first full year of operations of the Williamston office, which was opened in Apgust of 2000, the
hiring of additional lending personnel, higher costs of providing life and health insurance coverage to employees, and
normal salary adjustments.

Other expense for 2001 increased $85,000, or 8.8%, over the 2000 amount. This increase was caused by higher
stationery, printing and postage expenses reiated primarily to increased account volumes, increased utilization of
professional services for investment, asset/liability management and strategic planning advisory services, and higher
expenses related to holding and disposing of other real estate.

Noninterest overhead expenses for 2003 are expected to increase as compared with 2002 because of the
Company’s expanding presence in, and commitment to, the Anderson County market. The Company opened an office in
Williamston, South Carolina in temporary quarters in the third quarter of 2000. Construction of a permanent office facility
in Williamston began during the second quarter of 2002 with completion anticipated during the first quarter of 2003.
Depreciation expense associated with this office will commence upon its placement into service.
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In December, 2002, the Company acquired a parcel of land in Westminster, South Carolina for a proposed future
office location. Approval to establish an office at that site has been obtained from the South Carclina State Board of
Financial Institutions and has been applied for with the Federal Deposit Insurance Corporation (“FDIC”). The Company
intends initially to open the office in temporary quarters until a permanent building can be constructed. The temporary
facility is expected to become operational sometime during the first or second quarters of 2003, pending receipt of FDIC

approval,

The Company continues to hold for sale four parcels of commercial property consisting of land it developed in
1999 adjacent to its City of Anderson office. This property was subdivided and developed from the property originaily
acquired for the new office. During 2002 and 2001, marketing efforts to sell this property have been slowed due to adjacent
road construction and ne sales contracts have been entered into. The property is carried in the consolidated balance sheet at
a cost of $980,000 as of December 31, 2002 and 2001. Periodically, management evaluates this real estate for impairment
in value, and any appropriate downward adjustments to net realizable value will be charged to expense if necessary. No
such downward adjustments have been made through December 31, 2002.

Increases in moninterest expenses are closely monitored and cost control will continue to be emphasized by
management where possible in order to achieve profitability objectives and attain the goal of growth in the Company’s
market share in Oconee and Anderson counties.

Imcome Taxes

For 2002, federal and state income tax expenses increased by $460,000 to $1,527,000. In 2001, federal and state
income tax expenses increased to $1,067,000 from $939,000 in 2000. The fluctuations in income tax expense are due to
increasing amounts of earnings. The effective income tax rate (income tax expense divided by income befere income
taxes) was 35.6% for 2002, 35.9% for 2001, and 35.9% for 2000. The Company has only minimal amousnts of income from
nontaxable sources, such as nontaxable investment securities or loans to local governments.

Securities

The following table summarizes the carrying value amounts of securities held by the Company at each of the dates
indicated.

Securities Portfolioc Composition

December 31

2002 2001 2000
Available-  Available- Available-
for-Sale for-Sale for-Sale

(Dollars in thousands)

U. S. Treasury $ - $ - $ 1,992
U. S. Government agencies 43,334 62,329 47,510
State, county and municipal 210 203 204
Mortgage-backed securities 19,424 8,807 8,156

Total $62,968 $71,339 $ 57,862
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The following table presents maturities and weighted average yields of securities at December 31, 2002.

Securities Portfolio Maturities and Yields

December 31, 2002

After After
One Year Five Years
Within Through Through After
One Year Five Years Ten Years Ten Years ' Total

Amount  Yield Amount  Yield Amount  Yield Amount  Yield Amount  Yield
(Dollars in thousands)

Available-for-sale

U. S. Government agencies $ 1,000 3.00% $ 32,040 3.76% $ 10,294 3.08% 3 - 0.00% $ 43,334 3.58%
State, county and municipal (1) - 0.00% - 0.00% 210 7.52% - 0.00% 210 7.52%
Morigage-backed securities (2) 577 6.00% 3,974 5.17% 7,097 3.59% 7,776 4.23% 19,424 4.24%

Total $ 1,577 4.10% $ 36,014 3.92% $ 17,601 3.34% $ 7,776 4.23% $ 62,968 3.80%

(1) Computed on a fully taxable equivalent basis using a federal income tax rate of 34%.
(2) Maturity categories based upon final stated maturity dates. Average maturity is substantially shorter because of the monthly return of
principal on certain securities.

On an ongoing basis, management assigns securities upon purchase into one of three categories (trading, available-
for-sale or held-to-maturity) based on intent, taking into consideration other factors including expectations for changes in
market rates of interest, liquidity needs, asset/liability management strategies, and capital requirements. The Company has
never held securities for trading purposes. During 2002, one security was sold, resulting in the recognition of a loss of
$2,000. During 2001, one security sale resulted in the recognition of a gain of $4,000. During 2000, there were no sales of
securities. No transfers of available-for-sale or held-to-maturity securities to other categories were effected in any of the
years 2000 through 2002. :

During 2002, management altered the compesition of the securities portfolio, both in terms of the types of
securities held and the overall maturity structure. These changes were made in response to the historically low rates
available for short to medium-term U.S. Treasury and U.S. Government agemcies obligations. Management opted to
mitigate the effects of continuing decreases in these inferest rates by investing larger amounts in mortgage-backed
securities. These investment instruments are slightly more risky, and usually have longer maturity structures and higher
yields than the U.S. Treasury and U.S. Government agencies securities which the Company uses as its primary investment
vehicles. The primary increased risk factor associated with the change in the composition of the securities portfolio is the
acceptance of potentially greater variability in expected future cash flows. The periodic repayments of principal and
interest from mortgage-backed investments are more variable because such investments reflect the aggregate repayment
experience of many individual residential mortgage loans. The individua! mortgage loans, which might have original
repayment periods ranging from fifteen to thirty years, are each subject to various risks of repayment. Those risks relate to
the individual mortgagors’ abilities to repay and include foreclosure, slow payment records due to job losses and layoffs, as
well as prepayment of loans due to sales of the underlying properties, refinancing of loans to take advantage of lower
interest rates, and other factors. Despite the longer contractual maturities of the more recent investments in mortgage-
backed securities, management believes that such securities will demonstrate a general trend toward prepayment of
individual mortgages resulting from factors such as the geographic and econcmic mobility of homeowners. Although
homeowners may refinance their mortgages at lower rates during periods when market interest rates decline, the long
duration of the period of declining rates which has culminated in the current historically low levels of market interest rates
indicates that such rate related prepayments might not be as significant in the foreseeable future. Still, it is believed that the
average lives of most mortgage-backed securities will be significantly shorter than revealed by maturity distributions based
on contractual terms.

All mortgage-backed securities held by the Company were issued by the Federal Home Loan Mortgage
Corporation, the Federal National Morigage Association or the Governient National Mortgage Association.
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Loan Portfolio

Management believes the loan portfolio is adequately diversified. There are no significant concentrations of leans
in any particular individual, industry or groups of related individuals or industries, and there are no foreign loans.

The amounts of loans outstanding at December 31, 2002, 2001 and 2000 are shown in the following table
according to type of loan, and the percentage of each category to total loans:

Loan Portfolio Compositiom
December 31
2002 2001 2000
Amount % Amount % Amount %
(Dollars in thousands)
Commercial, financial and industrial
Commercial and industrial $ 19,124 13.9% $ 21,006 17.5% $ 16,997 17.4%
Purchasing or carrying securities 2,547 1.9% 2,578 2.1% 2,654 2.7%
Real estate - construction 822 6% 346 3% 200 2%
Real estate - mortgage
1-4 family residential 54,471 39.7% 45,329 37.9% 39,163 40.1%
MuRifamily (5 or more) residential 2,311 1.7% 1,862 1.5% 641 7%
Nonfarm, nonresidential 36,122 26.3% 27,047 22.6% 17,897 18.4%
Consumer installment
Credit card and checking credit 1,033 T% 1,030 9% 1,097 1.1%
Other ‘ 20,929 15.2% 20,546 17.2% 18,913 19.4%
Total loans $ 137,359 100.0% $ 119,744 100.0% $ 97,562 100.0%

A certain degree of risk taking is imherent in the extension of credit. Management has established loan and credit
policies and practices designed to control both the types and amounts of risks assumed, and to minimize losses. Such
policies and practices include limitations on loan-to-collateral values for varicus types of collateral, requirements for
appraisals of real estate collateral, problem loan management practices and collection procedures, and nonaccrual and
charge-off guidelines.

Commercizl and industrial loans primarily represent loans made to businesses, and may be made on either a
secured or an unsecured basis. When taken, collateral consists of liens on receivables, equipment, inventories, furniture and
fixtures. Unsecured business loans are generally short-term with emphasis on repayment strengths and low debt-to-worth
ratios. During 2002, total commercial and industrial loans decreased $1,882,000 or 9.0%. Loans mainly for business and
investment purposes that are secured by real estate (nonfarm, nonresidential) increased by $9,075,000 or 33.6% during
2002. Commercial lending involves significant risk because repayment usually depends on the cash flows generated by a
borrower’s business, and the debt service capacity of a business can deteriorate because of downtums in national and local
economic conditions. To contrel risk, more in-depth initial and continving financial analysis of a borrower’s cash flows
and other financial information is gemerally required. During 1999, a senior commercial lending officer/administrator
position was created to enhance expertise and supervision in this area. However, tumnover of personnel hired for this
position has slowed the implementation of these objectives, and no one is currently employed in this position.

Real estate construction loans generally consist of financing the construction of 1-4 family dwellings and some
nonfarm, nonresidential real estate. Usually, loan-to-cost ratios are limited to 75% and permanent financing commitments
are usually required prior to the advancement of loan proceeds.

Loans secured by real estate mortgages comprised approximately 68% and 62% of the Company’s loan portfolio
at the end of 2002 and 2001, respectively. Real estate mortgage loans of all types grew $19,142,000 during 2002 and by
$16,683,000 during 2001. Residential real estate loans consist mainly of first and second mortgages on single family
homes, with some multifamily home loans. Loan-to-value ratios for these instruments are generally limited to 80%.
Nonfarm, nonresidential real estate loans are secured by business and commercial properties with loan-to-value ratios
generally limited to 70%. The repayment of both residential and business real estate loans is dependent primarily on the
income and cash flows of the borrowers, with the real estate serving as a secondary or liquidation source of repayment.
During 2002, the Company began originating for sale morigage loans pursiant to an agreement with a regional mortgage
banking firm. Under this arrangement, the Company originated and sold approximately $5,000,000 of mortgage loans.
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The Company does not retain servicing of these loams, nor is there any intention of retaining such rights in the immediate
future.

Maturity and Interest Semsitivity Distribution of Loans

The following table sets forth the maturity distribution of the Company’s loans, by type, as of December 31, 2002,
as well as the type of interest requirement on such loans.

December 31, 2002

One Year One to Five Years
or Less Five Years or More ota

(Dollars in thousands)

Commercial, financial and industrial $ 11,394 $ 9,350 $ 927 $ 21,671
Real estate - construction 822 - - 822
Real estate - mortgage 25,995 59,998 6,911 92,904
Consumer installment 4,656 16,818 488 21,962

Total loans $ 42,3867 $ 86,166 $ 8326 $ 137,359
Predetermined rate, maturity greater than one year $ 69,292 $ 8,047 $ 77339
Variable rate or maturity within one year $ 423867 $ 16,874 $ 279 $§ 60,020
Impaired Loans

Impaired loans are those loans on which, based on current information and events, it is probable that the Company
will be unable to collect all amounts due according to the comtractual terms of the loan agreement. Loans which
management has identified as impaired generally are nonperforming loans. Nonperforming loans include nonaccrual loans
and loans which are 90 days or more delinquent as to principal or interest payments. Following is a summary of the
Company’s impaired loans:

Nonaccrual and Past Due Loans

December 3
2002 2001 2000
(Dollars in thousands)
Nonaccrual loans $§ 866 $ 609 $ 341
Accruing loans 90 days or more past due - 1 9
Total $ 866 $ 610 $ 350
Percent of total loans ' 0.6% 0.5% 0.4%

When an impaired loan is 90 days or more past due as tc interest or principal or there is serious doubt as to
uitimate collectibility, the accrual of interest income is generally discontinued. Previously accrued interest on loans placed
in a nonaccrual status is reversed against current income, and subsequent interest ircome is recognized on a cash basis
when received. When the collectibility of a significant amount of principal is in serious doubt, collections are credited first
to the remaining principal balance on a cost recovery basis. An impaired nonaccrual loan is not returned to accrual status
unless principal and interest are current and the borrower has demonstrated the ability to continue making payments as
agreed. The effects of interest income accrued and collected on impaired loans were immaterial to the consolidated
financial statemenis for 2002, 2001 and 2000.

As of December 31, 2002, there were no commitments t¢ lend additional funds tc debtors owing amoun(ts on
nonaccrual loans.
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Potential Problem Loans

Management has identified and maintains a list of potential problem lcans. These are loans that are not included
in impaired loans (nonaccrual or past due 90 days or more and still accruing). A loan is added to the potential problem list
when management becomes aware of information about possible credit problems of borrowers that causes doubts as to the
ability of such borrowers to comply with the current loan repayment terms. The total amount of loans outstanding at
December 31, 2002 determined by management to be potential problem loans was $1,279,000. This amount does not
represent management’s estimate of potential losses since a large proportion of such loans is secured by various types of
collateral. The following table presents information about the types of collateral securing potential problem loans as of
December 31, 2002.

December 31. 2002

Amount Y%
{Dollars in thousands)
Real estate mortgage $ 954 74.6%
Vehicles 193 15.1%
Mobile homes . 29 2.3%
Cther 59 4.6%
Unsecured 44 3.4%
Total $ 1,279 100.0%

Allowance for Loan Losses

The table, “Summary of Loan Loss Expenence summarizes loan balances at the end of each period indicated,
averages for each period, changes in the ailowance arising from charge-offs and recoveries by loan category, and addmons
to the allowance which have been charged tc expense.

Management believes that an aggregale evaluation that emphasizes individual loan risk grades and specific
problem loan allocations is more meaningful than an allocation by loan categories. Management is not aware of any
significant degree of increased exposure, risk of collection or other adverse features in any particular category of loans. See
“The Application of Critical Accounting Policies™ for further discussion of the factors and procedures used by management
in estimating the allowance for loan losses.
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Summary of Loam Loss Experience

Years Ended December 31,

2002 2001 2000 1999 1998
(Dollars in thousands)

Total loans outstanding at end of period $137,359 $119,744 $ 97,562 $ 76,158 $ 67,893
Average amount of loans outstanding : 130,104 106,480 86,262 71,944 68,499
Balance of allowance for loan losses - beginning $ 1,200 $ 1,000 S 943 3 955 3 890
Loans charged off

Commercial and industrial 193 249 97 234 44

Real estate - mortgage 131 - 40 - 9

Consumer installment 223 126 121 99 116

Total charge-offs 547 375 258 333 169

Recoveries of loans previously charged off

Commercial and industrial 1 - - 12 -

Real estate - mortgage - - - - 15

Consumer installment 5 8 10 9 6

Total recoveries 6 8 10 21 21

Net charge-offs 541 367 248 312 148
Additions to allowance charged to expense 1,291 567 305 300 213
Balance of allowance for loan losses - ending 3 1,950 3 1,200 S 1,000 $ 943 3 935
Ratios

Net charge-offs to average loans . 0.42% 0.34% 0.29% 0.43% 0.22%

Net charge-offs to loans at end of period 0.39% 0.31% 0.25% 0.41% 0.22%

Allowance for loan losses to average loans 1.50% 1.13% 1.16% 1.31% 1.39%

Allowance for loan losses to loans at end of period 1.42% 1.00% 1.02% 1.24% 1.41%

Net charge-offs to ailowance for loan losses 27.74% 30.58% 24.80% 33.09% 15.50%

Net charge-offs to provision for loan losses 41.91% 64.73% 81.31% 104.00% 69.48%
Deposits

The average amounts and percentage composition of deposits held by the Company for the years ended December

31, 2002, 2001 and 2000, are summarized below:

Average Deposits

Years Ended December 31

2002 2001 2000
Amount % Amount % Amount
(Dollars in thousands)
Noninterest bearing demand 3 24,672 12.2% 3 23,352 12.2% 3 18,550
Interest bearing transaction accounts 28,945 14.3% 26,099 13.6% 22,870
Savings 25,470 12.5% 23,707 12.4% 21,006
Time deposits $100M and over 54,650 26.9% 50,156 26.1% 38,800
Orther time deposits 69,272 34.1% 68,637 35.7% 43,105
Total deposits $§ 203,009 100.0% $ 191,951 100.0% 3 149,331

%

12.4%
15.3%
14.1%
26.0%
32.2%

As of December 31, 2002, there were $59,371,000 in time deposits of $100,000 or more. Approximately
$23,414,000 mature within three months, $13,603,000 mature over three through six months, $10,675,000 mature over six
through twelve months and $11,679,000 mature after one year. This level of large time deposits, as well as the growth in
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other deposits, can be attributed to growth planned by management. The vast majority of time deposits $100,000 and over
are acquired within the Company’s market areas in the ordinary course of business from customers with standing banking
~ relationships. As of December 31, 2002, approximately $29,333,000 of time deposits of $100,000 or more represented

deposits of local governmental entities. It is a common industry practice not to consider time deposits of $100,000 or more
as core deposits since their retention can be influenced heavily by rates offered. Therefore, such deposits have the
characteristics of shorter-term purchased funds. Certificates of deposit $100,000 and over require that the Company
achieve and maintain an appropriate matching of maturity distributions and a diversification of sources to achieve an
appropriate level of liquidity. The Company does not purchase brokered deposits.

Return on Equity and Assets

The following table shows the returmn on assets (net income divided by average total assets), return on equity (net
income divided by average equity), dividend payout ratio (dividends declared per share divided by net income per share),
and equity to assets ratio (average equity divided by average total assets) for each period indicated.

Years Ended December 31
2002 2001 2000
Return on assets 1.24% 0.91% 1.02%
Return on equity 14.89% 11.82% 12.70%
Dividend payout ratio 0.00% 0.00% 0.00%
Equity to assets ratio 8.33% 7.67% 8.06%

Liquidity

Liquidity is the ability to meet current and future obligations through liquidation or maturity of existing assets or
the acquisition of additional liabilities. Adequate liquidity is necessary to meet the requirements of customers for loans and
deposit withdrawals in the most timely and economical manner. Some liquidity is ensured by maintaining assets which are
convertible immediately into cash at minimal cost (amcunts due from banks and federal funds sold). However, the most
manageable sources of liquidity are composed of liabilities, with the primary focus on liquidity management being on the
ability to obtain deposits within the Company’s market areas. Core deposits (total deposits less time deposits of $100,000
and over) provide a relatively stable funding base, and the average of these deposits represented 66.6% of average total
assets during 2002 compared with 67.5% during 2001. Deposits of several local governmental entities comprised
approximately 23% and 25% of total deposits at the end of 2002 and 2001, respectively. Because of the potentially volatile
nature of this funding source, management maintains the Bank’s membership in the Federal Home Loan Bank of Atlanta
(the “FHLB”) in order to gain access to its credit programs. As of December 31, 2002, the banking subsidiary is eligible to
borrow up to $36,511,000 from the FHLB. Such borrowings, if utilized, would be secured by a lien on its investment in
FHLB steck and all qualifying first mortgage residential loans held. Assets potentially subject to this lien totaled
approximately $47,941,000 as of December 31, 2002. In addition, the banking subsidiary has available an unused short-
term line of credit to purchase up to $5,000,000 of federal funds from an unrelated correspondent institution. The line is
generally available on a one-day basis for up to 14 days in any 30 day period, in the sole discretion of the lender. Asset
liquidity is provided from several sources, including amounts due from banks and federal funds sold. Securities available-
for-sale, particularly those maturing within one year, and funds available from maturing loans provide secondary sources of
liguidity.

Community First Bancorporation’s ability to meet its cash obligations or to pay any possible future cash dividends
to shareholders is dependent primarily on the successful operation of the subsidiary bank and its ability to pay cash
dividends to the parent company. Any of the banking subsidiary’s cash dividends in excess of the amount of the
subsidiary’s current year-to-date earnings are subject to the prior approval of the South Carolina Comimissioner of Banking
and are generally payable only from its undivided profits. At December 31, 2002, the banking subsidiary’s undivided
profits totaled $10,051,000. In addition, dividends paid by the banking subsidiary to the parent company would be
prohibited if the effect thereof would cause the Bank’s capital to be reduced below applicable minimum regulatory
requirements. In 2002 and 2001, the parent company received no cash dividends from its banking subsidiary. Under
Federal Reserve Board regulations, the amounts of loans or advances from the banking subsidiary to the parent company
are also restricted.

Management believes that the overall liquidity sources of both the Company and its banking subsidiary are
adequate to meet their operating needs.
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Capital Resources

Shareholders’ equity increased by $3,068,000 and $2,122,000 during 2002 and 2001, respectively. During 2002,
net income increased sharehoiders’ equity by $2,762,000 and the exercise of employee stock options provided an increase
of $96,000. Other comprehensive income, consisting primarily of the change in unrealized holding gains or losses on
available-for-sale securities, net of deferred tax effects, increased shareholders’ equity by $216,000. In lieu of fractional
shares, $6,000 was paid with respect to the 5% stock dividend declared in 2002. During 2001, net income increased
shareholders equity by $1,905,000 and the exercise of employee stock options provided an increase of $53,000. Other
comprehensive income, which consisted primarily of the change in unrealized holding gains or losses on available-for-sale
securities, increased shareholders’ equity by $529,000. Repurchases and cancellations of common stock in 2001 reduced
shareholders equity by $359,000. In lieu of fractional shares, $6,000 was payable with respect to the 5% stock dividend
declared in 2001.

The Company and its banking subsidiary are each subject to regulatory risk-based capital adequacy standards.
Under these standards, bank holding companies and banks are required to maintain certain minimum ratios of capital to
risk-weighted assets and average total assets. Under the provisions of the Federal Deposit Insurance Corporation
Improvement Act of 1991 (“FDICIA”), federal bank regulatory authorities are required to implement prescribed “prompt
corrective actions” upon the deterioration of the capital position of a bank or bank holding company. If the capital position
of an affected institution were to fall below certain levels, increasingly stringent regulatory corrective actions are mandated.
Unrealized holding gains and losses on available-for-sale securities are generally excluded for purposes of calculating
regulatory capital ratios. However, the extent of any unrealized appreciation or depreciation on securities will continue to
be a factor that regulatory examiners consider in their overall assessment of capital adequacy.

Quantitative measures established by regulation to ensure capital adequacy require both the Company and the
Bank tc maintain minimum amounts and ratios, as set forth in the table below, of Total and Tier 1 Capital, as defined in the
regulation, to risk weighted assets, as defined, and of Tier 1 Capital, as defined, to average assets, as defined. Management
believes, as of December 31, 2002 and 2001, that the Company and the Bank exceeded all capital adequacy minimum
requirements to which they were subject.

To be categorized as well capitalized, the Company and the Bank must maintain minimum Total risk-based, Tier 1
risk-based, and Tier 1 leverage ratios as set forth in the {able below. Federal regulators may also categorize the Company
or the Bank as less than well capitalized based on subjective criteria. There are no conditions or events that management
believes would cause the Company’s or the Bank’s category to be other than that resulting from meeting the minimum ratio
requirements.

Minimum for Minimum to be
ctug Capital Adequacy Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
December 31, 2002 (Dollars in thousands)
The Company
Total Capital to risk weighted assets $21,481 15.2% $11,346 8.0% 314,183 10.0%
Tier 1 Capital to risk weighted asseis $19,706 13.9% $5,673 4.0% 38,510 6.0%
Tier 1 Capital to average assets (leverage) $19,706 8.8% 36,745 3.0% $11,242 5.0%
Community First Bank
Total Capital to risk weighted assets $20,659 14.6% $11,346 8.0% $14,183 10.0%
Tier 1 Capital to risk weighted assets $18,884 13.3% $5,673 4.0% $8,510 6.0%
Tier 1 Capital to average assets (leverage) $18,884 8.4% 36,745 3.0% © 311,242 5.0%
December 31, 2001
The Company
Total Capital to risk weighted assets $18,055 14.2% $10,169 8.0% $12,711 10.0%
Tier 1 Capital to risk weighted assets $16,855 13.3% $5,085 4.0% $7,627 6.0%
Tier 1 Capital to average asseis (leverage) 816,855 8.0% $6,342 3.0% $10,570 5.0%
Community First Bank
Total Capital to risk weighted assets $17,310 13.6% $10,169 8.0% $12,711 10.0%
Tier 1 Capital to risk weighted assets $16,110 12.7% $5,085 4.0% $7,627 6.0%
Tier 1 Capital to average assets (leverage) $16,110 7.6% $6,342 3.0% $10,570 5.0%
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Inflation

Since the assets and liabilities of a bank are primarily monetary in nature (payable in fixed, determinable
amounts), the performance of a bank is affected more by changes in interest rates than by inflation. Interest rates generally
increase as the rate of inflation increases, but the magnitude of the change in rates may not be the same.

While the effect of inflation on banks is normally not as significant as is its influence on those businesses having
large investments in plant and inventories, it does have an effect. During periods of high inflation, there are normally
~ corresponding increases in the money supply, and banks will normally experience above-average growth in assets, loans

and deposits. Also, general increases in the prices of goods and services will result in increased operating expenses.

Off-Balance Sheet Arrangements, Contractual Obligations and Centingent Liabilities and Commitments

The Company presently engages in only limited off-balance sheet arrangements. Such arrangements are defined
as potentiafly material transactions, agreements, or other contractual arrangements which the Company has entered into that
involve an entity that is not consofidated into its financial statements and, under which the Company, whether or not it is a
party to the arrangement, has, or in the future may have:

e  any obligation under a direct or indirect guarantee of similar arrangement;
a retained or contingent interest in assets transferred to an unconsolidated entity or similar arrangement;
derivatives, to the extent that the fair value thereof is not fully reflected as a lability or asset in the financial
statements; or

o amy obligation or liability, including a contingent obligation or liability, to the extent that it is not fully reflected in
the financial statements (excluding the footnotes thereto).

The Company’s off-balance sheet arrangements presently include only commitments to extend credit and standby
letters of credit. Such instruments have elements of credit risk in excess of the amount recognized in the balance sheet.
The exposure to credit loss in the event of nonperformance by the other parties to these instruments is represented by the
contractual, or notional, amount of those instruments. Generally, the same credit policies used for on-balance sheet
instruments, such as loans, are used in extending loan commitments-and letters of credit. The following table sets out the
contractual amounts of those arrangements: ‘

December 31,

2002 200]
(Dollars in thousands)
Loan commitments $ 13,943 $ 12,780
Standby letters of credit 238 323

Loan commitments involve agreements to lend to a customer as long as there is no viclaticn of any condition
established in the contract. Commitments generaily have fixed expiration dates or other termination clauses and some
involve payment of 2 fee. Many of the commitments are expected to expire without being fully drawn; therefore, the total
amount of loan commitments does not necessarily represent future cash requirements. Each customer’s creditworthiness is
evaluated on a case-by-case basis. The amount of collateral obtained, if any, upon extension of credit is based on
management’s credit evaluation of the borrower. Collateral held varies but may include commercial and residential real
properties, accounts receivable, inventory and equipment.

Standby letters of credit are conditional commitments to guarantee the performance of a customer to a third party.
The credit risk involved in issuing standby letters of credit is the same as that involved in making loan commitments to
customers.

As described under “Liquidity,” management believes that its various sources of liguidity provide the rescurces
necessary for the Bank to fund the loan commitments and to perform under standby letters of credit, if the need arises.
Neither the Company nor the Bank are involved in other off-balance sheet contractual relationships or transactions that
could result in liquidity needs or other commitments or significantly impact earnings.
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The Application of Critical Accounting Policies

The consolidated financial statements are based on the selection and application of accounting principles generally
accepted in the United States of America, which require management to make estimates and assumptions about future
events that affect the amounts reported in the financial statements and accompanying notes. Future evenis and their effects
cannot be determined with absolute certainty. Therefore, the determination of estimates requires the exercise of judgment.
Actual resulis could differ from those estimates, and any such differences may be material to the financial statements.
Management believes that the following policy may involve a higher degree of judgment and complexity in its application
and represents the critical accounting policy used in the preparation of the Company’s financial staiements. If different
assumptions or conditions were to prevail, the results could be materially different from the reported results.

Management has discussed the selection, development and disclosure of its critical accounting policy’s
methodology and assumptions with the Company’s audit committee to enhance that body’s awareness of those factors and
to enable it to assess the appropriateness of management’s procedures and conclusions, and its disclosures about this
accounting policy.

Provision and Allowance for Loan Losses

The Company is required to estimate the coliectibility of its loan portfolic as of each accounting period end and, as
a result, provide for an allowance for possible loan losses. The allowance for loan losses is increased by the provision for
loan losses charged to expense, and any recoveries received on loans previously charged off. The allowance is decreased
by deducting the amount of uncollectible loans charged off.

A considerable amount of judgment is required in order to compute an estimate of the amount of the allowance for
loan losses. Management’s judgments must be applied in assessing the current creditworthiness of the Company’s
borrowers and in estimating uncertain future events and their effects based on currently known facts and circumstances.
Changes in the estimated allowance for loan losses arising as new evenis occur or more information is obtained are
accounted for as changes in accounting estimates in the accounting period in which such a change occurs. : ‘

The allowance for loan losses is composed of specific, general and unallocated amounts. Specific allowance
amounts are provided for individual loans based on management’s evaluation of the Company’s loss exposure taking into. .
account the current payment status, underlying collateral and other known information about the borrower’s circumstances.
Typically, these loans are identified as impaired or have been assigned internal risk grades of management attention, special
mention, substandard or doubtful. General amounts are provided for all other loans, excluding those for which specific
amounts were determined, by applying estimated loss percentages to the portfolio categorized uwsing risk grades. These
percentages are based on mamagement’s current evaluation with consideration given to historical loss experience. The
unallocated portion of the allowance consists of an amount believed to be appropriate te provide for the elements of
imprecision and estimation risk inherent in the specific and general amounts and is determined based on management’s
evaluation of various conditions that are not directly measured by the other components of the allowance. This evaluation
inciudes general national and local economic and business conditions affecting key lending market areas, credit quality
trends, collateral values, loan volumes, portfolio seasoning, and any identified credit concentrations. The findings of
internal credit reviews and results from external andits and regulatory examinations are alse considered.

The Company utilizes its risk grading system for ail loans held in the portfolic. This system involves the
Company’s lending officers assigning a risk grade, on a loan-by-loan basis, considering information about the borrower’s
capacity to repay, collateral, payment history, and other known factors. Risk grades assigned are updated monthly for any
known changes in circumstances affecting the borrower or the loan. The risk grading system is monitored on & continuing
basis by management and the Company’s internal auditor who is independent of the lending function.

The provision for loan losses charged to expense increased significantly in 2002 to $1,291,000 compared with
$567,000 and $305,000 in 2001 and 2000, respectively. The allowance for loan losses at the end of 2002 was $1,950,000,
up $750,000 or 62.5% as compared with the allowance of $1,200,000 as of the end of 2001. As a percentage of total loans
outstanding at year end, the allowance for loan losses stood at 1.42%, 1.00% and 1.02% fer 2002, 2001 and 2000,
respectively. In making its judgments about the percentage factors applied to loan risk grade categories, management
elected to take a more conservative approach in 2002. Several key factors influenced management’s decision to take this
approach, including the increases in net loan charge-offs, impaired or non-performing loans and potential problem loans
over the last two years. Net loan charge-offs increased to $541,000 in 2002, an increase of 50.1% over the 2001 amount.
In 2001, net charge-offs increased to $367,000 or 48.0% over the 2000 amount. As of the end of 2002, impaired or non-
performing loans grew to $866,000, up from $610,000 and $350,000 at the end of 2001 and 2000, respectively. Potential
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problem loans grew to $1,279,000 at the end of 2002, compared with $880,000 and $425,000 at the end of 2001 and 2000,
respectively. While management believes that the local economy remains relatively healthy, there are concerns that the
national economic downturn that began in 2001 and continued throughout 2002 and beyond eventually might have a more
noticeable effect locally. Loan growth has aiso been a contzibuting factor toward the increased provisions for loan losses in
2002 and 2001. Total year end loans grew 14.7% and 22.7% in 2002 and 2001, respectively. The Company entered intc
the new market of Anderson County, South Carolina in 1999, and has continued to expand its presence over the last several
years. Activities within this market initially emphasized the acquisition of deposit liabilities to fund loan growth. The
Company’s loan origination activities increased significantly in 2002 and 2001. Because the Anderson County market is
relatively new to the Company, management perceives a higher degree of risk in its lending operations there and,
consequently, a higher provision and allowance for loan losses has been estimated until further experience is obtained. If
experience in this market proves to be better than management has estimated, the Company may be able to increase the size
of its loan portfolio without the need for significantly increasing its provision and allowance for loan losses in the future.

Management has established loan and credit policies and practices that are designed to control credit risks as a part
of the loan underwriting process. These policies and practices include, for example, requiremenis for minimum loan to
collateral value ratios, real estate appraisal requirements and obtaining credit and financial information on borrowers.
However, if the capacity for borrowers to repay and/or collateral values should deteriorate subsequent to the underwriting
process, the estimate of provision and allowance for loan losses might have to increase, thereby decreasing net income and
shareholders’ equity. During 2002 and 2001, the total of loans secured by real estate mortgages has increased $35,203,000
from $57,701,000 at the end of 2000 to $92,904,000 by the end of 2002. Of this increase, $15,308,000 consisted of loans
secured by 1-4 family residential real estate mortgages, and $18,225,000 consisted of loans secured by nonfarm,
nonresidential real estate mortgages. A further significant, prolonged downturn in national and local economic and
business conditions could negatively affect the borrowers’ capacity to repay these loans as well as the value of the
underlying collateral. This scenario would be likely to substantially increase the level of impaired or non-performing loans,
non-eaming foreclosed real estate and increase overall credit risk by shrinking the margin of collateral values as compared
with loans outstanding. Another factor that could adversely affect borrowers’ ability to make payments in accordance with
loan terms is the potential for increases in rates charged for loans. The Company has a significant amount of variable rate
loans cutstanding. In addition, some loans are refinanced at maturity rather than being paid out in a lump sum. If interest
rates were to increase sharply in a short time period, some loan customers might not be able to afford payments on lgans
made or repriced at the higher resulting interest rates, nor would they necessarily be able to obtain more favorable terms
elsewhere. This could aiso cause an increase in the amounts of impaired or non-performing assets and other credit risks.

Impact of Recent Accounting Changes

Goodwill and Other Intangibles FASB Statement No. 142, “Goodwill and Other Intangible Assets,” addresses financial
accounting and reporting for acquired goodwill and other intangible assets and supersedes APB No. 17, “Intangible
Assets.” This Statement changes the accounting for goodwili from an amortization method to an impairment-only
approach. The provisions of this Statement are required tc be applied beginning with fiscal years beginning after December
15, 2001. The adoption of this Statement as of January 1, 2002 did not have any material adverse or beneficial effect on the
consolidated financial position or results of operations of the Company.

Accounting for Asset Retirement Obligations FASB Statement No. 143, “Accounting for Asset Retivement Obligations,”
addresses financial accounting and reporting for obligations associated with the retirement of tangible long-lived assets and
the associated asset retirement costs. The Statement requires recording the fair value of a liability for an asset retirement
obligation in the period in which it is incurred, along with increasing the carrying amount and depreciation of the related
asset. This Statement is effective for financial statements issued for fiscal years beginning after June 15, 2002, with earlier
application encouraged. The adoption of this Statement as of January 1, 2003 is not expected to have any material adverse
or beneficial effect on the consolidated firancial position or results of operations of the Company.

Accounting for the Impairment or Disposal of Long-Lived Assetss  FASB Statement No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets,” addresses financial accounting and reporting for the impairment or disposal
of long-lived assets. This Statement supersedes FASB Statement No. 121 and the accounting and reporting provisions of
APB No. 30 for the disposal of a segment of a business, as previously defined in that Opinion. The provisions of this
Statement are effective for financial statements issued for fiscal years beginning after December 15, 2001, and interim
periods within those fiscal years, with early application encouraged. The adoption of this Statement as of January 1, 2002
did not have any material adverse or beneficial effect on the consolidated financial position or results of operations of the
Company.

Isolation of Transferred Financial Assets  FASB Technical Bulletin No. 01-1 deferred uniil 2002 application of the
isolation standards of FASB Statement No. 140 as applied to banks and certain other financial institutions. FASB
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Statement No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities,”
provides accounting and reporting standards for transfers of financial assets and extinguishments of liabilities based on a
financial components approach that focuses on retention or surrender of control of such assets or liabilities. The Statement
also requires the reclassification of financial assets pledged as collateral under certain circumstances. FASB Statement 140
was effective for transfers and servicing of financial assets and extinguishment of lizbilities occurring after March 31, 2001,
angd effective for recognition and reclassification of collateral and for disclosures relating to securitization transactions and
collateral for fiscal years ending after December 31, 2000. The adoption of FASE Statement No. 140 in 2001 and the
deferral allowed by FASB Technical Bulletin No. 01-01 have not had any material adverse or beneficial effect on the
consolidated financial position or results of operations of the Company.

Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASE Statement No. 13, and Technical Corrections
FASB Statement No. 145, “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and
Technical Corrections,” addresses financial accounting and reporting for extinguishment of debt and for certain lease
modifications that have economic effects similar to sale-leaseback transactions. This Statement requires that gains and
losses from debt extinguishments that are part of an entity’s recurring operations not be accounted for as extraordinary
items. Furthermore, gains and losses from debt extingnishments that are not part of an entity’s recurring operations are
required to be evaluated using the criteria in Accounting Principles Board Opinion No. 30, “Reporting the Results of
Operations — Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions,” to determine whether extraordinary treatment is warranted for those transactions. The
provisions of this Statement related to debt extinguishments are required to be applied in fiscal years beginning after May
15, 2002, with early application encouraged. Restatement is required for amounts that previously were classified as
extraordinary, but that do not meet the criteria in Opinion No. 30 for extraordinary treatment. The Statement’s other
provisions were required to be applied either to transactions occurring after May 15, 2002 or for financial statements issued
on or after May 15, 2002, with early application encouraged. The adoption of the provisions of FASB No. 145 as of their
effective dates did not have any material adverse or beneficial effect on the consolidated financial position or results of
operations of the Company.

Accounting for Costs Associated with Exit or Disposal Activities  FASB Statement No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities,” addresses financial accounting and reporsting for costs asscciated with exit or
disposal activities and nullifies Emerging Issues Task Force Issues Nos. 88-10 and 94-3. This Statement requires that a
liability for a cost associated with an exit or disposal activity be recognized at its fair vaine when the liability is incurred,
rather than the previous recognition of a liability at the date that an entity committed to an exit plan. The provisions of this
Statement are effective for exit or disposal activities initiated after December 31, 2002, with early application encouraged.
The adoption of Statement No. 146 is not expected to have any material adverse or beneficial effect on the consolidated
financial position or results of operations of the Company.

Acguisitions of Certain Financiel Institutions FASB Suatement No. 147, “Acquisitions of Certain Financial
Institutions,” amends Statements No. 72 and 144 and FASB Interpretation No. 9. This Statement addresses the financial
accounting and reporting for the acquisition of all or part of a financial institution, except for a transaction between two or
more mutual enterprises, and provides guidance on accounting for the impairment or disposal of acquired long-term
customer-relationship intangible assets, including those acquired in transactions between two or more mutual enterprises.
This Statement makes Statement No. 72 and Interpretation 9 not applicable to acquisitions within its scope and requires that
acquisitions of all or part of 2 financial institution that meet the definition of a business combination be accounted for by
the purchase method in accordance with FASB Statement No. 141, “Business Combinations.” Acquisitions that do not
qualify as business combinations because the transferred net assets and activities do not constitute a business are to be
accounted for in accordance with paragraphs 4-8 of Statement No. 141, This Statement also makes the provisions of
Statement No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” applicable to long-term customer-
relationship intangible assets, except servicing assets, recognized in the acquisition of a financial institution. In addition,
certain amounis previously recognized with regard to a business combination as unidentifiable intangible assets may be
required to be reclassified as goodwill, with restatement of any amortization expense subsequent to the date of the adoption
of FASB Statement No. 142, “Goodwill and Other Intangible Assets.” The provisions of this Statement were generally
effective as of October 1, 2002, with earlier application permitted. The adoption of Statement No. 147 as of January 1,
2002 did not have any material adverse or beneficial effect on the consolidated financial position or results of operations of
the Company.

Accounting for Stock-Based Compensation — Transition and Disclosyre  FASB Statement No. 148, “Accounting for
Stock-Based Compensation — Transition and Disclosure,” amends Statement No. 123 to provide alternative methods of
transition for entities that voluntarily change to the fair value method of accounting for stock-based employee
compensation. FASB Statement 142 alsc amends the disclosure provisions of that Statement to require prominent
disclosure about the effects on reported net income of an entity’s accounting policy decisions with respect to stock-based
compensation. Also, this Statement amends APB Opinion No. 28, Inferim Financial Reporting, to require disclosure about
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those effects in interim financial information. The provisions of this Statement related to transition provisions and
disclosure requirements were effective for financial statements for fiscal years ending after December 15, 2002. The
provisions related to interim financial reporting are applicable to interim periods beginming afier December 15, 2002.
Adoption of this Statement as of December 15, 2002 did not have any material adverse or beneficial effect on the
consolidated financial position or results of operations of the Company as of and for the years ended December 31, 2002,
2001 and 2000, nor is it expected to have any such effects on the Company’s future consolidated interim financial position
or results of operations. As of December 31, 2002, the Company has two stock-based employee compensation plans. The
Company accounts for those plans under the recognition and measurement principles of Accounting Principles Board
(“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees,” and related interpretations. No stock-based
employee compensation cost is reflected in net income, as all options granted under those plans had an exercise price equal
to the market value of the underlying common stock on the date of grant. While the Company has adopted the disclosure
provisions of Statement No. 123, as amended, there are no current intentions to adopt the fair value method recognition
provisions of that Statement.

Accounting by Certain Financing Entities (Including Entities with Trade Receivables) That Lend to or Finance the
Activities of Others The American Institute of Certified Public Accountants’ (“AICPA”) Accounting Standards Executive
Committee (“AcSEC™) issued Statement of Position (“SCP”) 01-6, “Accounting. by Certain Entities (Including Entities
with Trade Receivables) That Lend to or Finance the Activities of Others,” that reconciles and conforms existing
differences in the accounting and financial reporting guidance in the AICPA Audit and Accounting Guides, “Banks and
Savings Institutions,” “Audits of Credit Unions” and “Audits of Finance Companies”. It also carmies forward accounting
guidance for practices deemed to be unique to certain financial institutions. Trade receivables of all entities, including
commercial and not-for-profit entities that finance their customers’ purchases of goods and services using trade receivables,
are within the scope of the existing finance companies Guide and are, therefore, within the scope of the new SOP. The
SOP is effective for fiscal years beginning after December 15, 2001. The adoption of this SOP as of January 1, 2002 had
no material adverse or beneficial effect on the consolidated financial position or results of operations of the Company.

Guarantor’s Accounting end Disclosure Requirements for Guarantees, Including Indirect Guaramtees of Indebtedness
of Others The FASB issved its Interpretation 45 (“FIN 457), “Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others,” which addresses a guaranter’s measurement and
recognition of its liabilities under certain guarantee transactions at inception and provides for new disclosures regarding the
nature and extent of such guarantees. The disclosure requirements are effective for interim and annual financial staternents
ending after December 15, 2002. FIN 45°s initial recognition and measurement provisions are effective prospectively; that
is, for guarantees issued or medified on or after January 1, 2003. The adoption of the disclosure provisicns of this
Interpretation as of December 31, 2002 had no material adverse or beneficial effect on the consclidated financial position or
results of operations of the Company. Furthermore, the adoption of the Interpretation’s measurement and recognition
provisions as of January 1, 2003 are not expected to have any material adverse or beneficial effects on the Company’s
future consolidated financial position or results ¢f operations.

Change of Accountants

Legislation and Securities Exchange Commission rules adopted in 2002 have significantly increased, and will
continue to increase, the regulatory burdens on audit firms that audit the financial statements of companies that are subject
to the reporting requirements of the Securities Exchange Act of 1934. Consequently, many smaller audit firms are deciding
to limit their audit practice to companies that are not subject to the 1934 Act. Donald G. Jones and Company, P.A., which
served as the Company’s principal independent accountant since the Company’s inception, is one such firm. Accordingly,
effective November 19, 2002 Donald G. Jones and Company, P.A. resigned as the Company’s principal independent public
accountant. J. W. Hunt and Company, LLP was engaged by the Company on November 19, 2002 to audit the Company’s
financial statements for the year ended December 31, 2002, and has also been selected to audit the Company’s financial
statements for the year ended December 31, 2003.

Donaid G. Jones and Company, P.A.’s reports on the Company’s financial statements for the years ended
December 31, 2001 and 2000 neither contained an adverse opiniom or disclaimer of opinion, nor were modified as to
uncertzinty, audit scope, or accounting principles. There were no disagreements with Donald G. Jones and Company, P.A.
on any matter of accounting principles or practices, financial statement disclosure, or auditing scope or procedure, which, if
not resolved to Donald G. Jones and Company, P.A.’s satisfaction, would have caused it to make reference to the subject
matter of the disagreements in its reports.
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Imdependent Auditors’ Report

The Shareholders and Board of Directors
of Community First Bancorporation

We have audited the accompanying consolidated balance sheet of Community First
Bancorporation and subsidiary as of December 31, 2002, and the related consolidated statements of
income, changes in shareholders’ equity, and cash flows for the year then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audit. The consolidated financial statements of
Community First Bancorporation as of and for the years ended December 31, 2001 and 2000, were
audited by other auditors whose report dated February 7, 2002, expressed an unqualified opinion on
those statements.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the 2002 financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Community First Bancorporation and subsidiary as of
December 31, 2002 and the consolidated results of their operations and their consolidated cash flows
for the year then ended in conformity with accounting principles generally accepted in the United States
of America.

S Jlpif and Cory gy L€

J. W. Hunt and Company, LLP
Certified Public Accountants
Columbia, South Carolina
February 11, 2003
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Consolidated Balance Sheet
Community First Bancorporation

December 31

2002 2001
Assets
Cash and due from banks (Note B) $ 5,113,815 $ 6,063,051
Interest bearing deposits due from banks 32,364 27,419
Federal funds sold 21,471,000 9,240,000
Securities available-for-sale (Note C) 62,967,593 71,338,781
Other investments 554,500 480,100
Loans held for sale 211,127 -
Loans (Note D) 137,358,504 119,743,926
Allowance for loan losses (1,950,000) (1,200,000}
Loans - net 135,408,504 118,543,926
Premises and equipment - net (Note E) 4,148,080 3,232,136
Accrued interest receivable 1,350,574 1,466,465
Real estate held for sale 980,003 980,003
Other assets 617,003 525,922
Total assets $ 232,854,563 $ 211,897,803
Liabilities
Deposits (Note F)
Noninterest bearing $ 24,415,791 $ 25,448,702
Interest bearing 187,222,836 168,070,527
Total deposits 211,638,627 193,519,229
Accrued interest payable = . 1,069,177 1,307,096
Other liabilities ' 61,907 54,703
Total liabilities 212,769,711 194,881,028
Commitments and contingent liabilities (Note K)
Shareholders’ equity (Note G)
Common stock - no par value; 10,000,000 shares authorized;
issued and outstanding - 2,242,417 for 2002 and
2,117,062 for 2001 17,569,241 15,734,004
Retained eamings 2,137,103 1,120,413
Accumulated other comprehensive income 378,508 162,358
Total shareholders' equity 20,084,852 17,016,775

Total liabilities and shareholders' equity

$ 232,854,563

$§ 211,897,803

See accompanying notes to consolidated financial statements.
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Consolidated Statement of Income
Community First Bancorporation

Years Ended December 31

2002 2001 2000
Interest income
Loans, including fees $ 9,554,406 $ 9,002,386 $ 7,675,937
Securities
Taxable 2,612,877 3,620,426 3,556,111
Tax-exempt 9,820 9,819 9,819
Federal funds sold 380,691 1,297,454 761,571
Other investiments 21,484 38,295 29,773
Interest bearing deposits due from banks 434 797 533
Total interest income 12,579,712 13,969,177 12,033,744
Emterest expense
Time deposits $100,000 and over 1,572,554 2,660,538 2,439,638
Other deposits 3,142,899 5,551,915 4,574,386
Total interest expense 4,715,453 8,212,453 7,014,024
Net interest income 7,864,259 5,756,724 5,019,720
Provision for loan losses (Note D) 1,291,384 566,976 305,033
Net interest income after provision 6,572,875 5,189,748 4,714,687
Cther income
Service charges on deposit accounts 1,103,046 789,265 575,822
Credit life insurance commissions 35,586 40,756 59,436
(Loss) gain on sale of available-for-sale securities (Note C) (2,475) 4327 -
Gain on sale of loans held for sale 74,898 - -
Other income 202,227 187,129 229,868
Total other income 1,413,282 1,021,477 865,126
Other expenses (Notes H and J)
Salaries and employee benefits 2,055,809 1,753,074 1,559,219
Net occupancy expense 189,768 192,399 186,203
Furniture and equipment expense 236,000 246,930 255,787
Other expense 1,215,223 1,046,289 960,663
Total other expenses 3,696,800 3,238,692 2,961,872
Income before income taxes 4,289,357 2,972,533 2,617,941
Income tax expense (Note I) 1,527,561 1,067,214 938,689
Net income $ 2,761,796 $ 1905319 $ 1,679,252
Per share (Note G)
Net income $ 1.24 $ 0.85 $ 0.75
Net income, assuming dilution 1.17 0.81 0.71

See accompanying notes to consolidated financial statements.

27




Consolidated Statement of Changes in Shareholders’ Equity
Community First Bancorporation

Balance, January 1, 2000

Comprehensive income:
Net income
Unrealized holding gains arising
during the period, net of
income tax effects of $706,878
Total comprehensive income
Issuance of 5% stock dividend,
including cash payment for
fractional shares
Exercise of employee stock options
Repurchase and cancellation of
common stock
Balance, December 31, 2000

Comprehensive income:
Net income
Unrealized holding gains arising
during the period, net of
income tax effects of $297,946
Reclassification adjustment,
net of income tax effects of $1,553
Total other comprehensive income
Total comprehensive income
Declaration of 5% stock dividend,
including cash payable for
fractional shares
Exercise of employee stock options
Repurchase and cancellation of
common stock
Balance, December 31, 2001

Comprehensive income:
Net income
Unrealized holding gains arising
during the period, net of
income tax effects of $120,169
Reclassification adjustment,
net of income tax effects of $889
Total other comprehensive income
Total comprehensive income
Issuance of 5% stock dividend,
including cash payment for
fractional shares
Exercise of employee stock options
Balance, December 31, 2002

Common Stock Accumulated
Number of Retained Other Comprehensive

Shares Amount Eamings Income (Loss) Total
2,002,699 314,254,918 $ 1,110,371 b (1,628,999) 313,736,290
- - 1,679,252 - 1,679,252
- - - 1,262,141 1,262,141
- - - - 2,941,393
95,248 1,904,961 (1,911,225) - (6,264)
34,676 123,355 - - 123,355
(110,000) (1,900,000) - - (1,900,000)
2,022,623 14,383,234 878,398 (366,858) 14,894,774
- - 1,905,319 - 1,905,319
- - - 531,990 531,990
- - . (2,774) (2,774)
- - - - 529,216
. - - - 2,434,535
100,422 1,656,963 (1,663,304) - (6,341)
13,394 52,593 . - - 52,593
(19,377 (358,786) - - (358,786)
2,117,062 15,734,004 1,120,413 162,358 17,016,775
- - 2,761,796 - 2,761,796
- - - 214,564 214,564
- - - 1,586 1,586
- - - - 216,150
. . - - 2,977,946
106,442 1,739,166 (1,745,106) - (5,940)
18,913 96,071 - - 96,071
2,242,417 $17,569,241 $ 2,137,103 3 378,508 320,084,852

See accompanying notes to consolidated financial statements.
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Consolidated Statement of Cash Flows
Community First Bancorporation

Operating activities

Net income
Adjustments to reconcile net income to net
cash provided by operating activities

Provision for loan losses
Depreciation
Deferred income taxes
Amortization of net loan fees and costs
Securities accretion and premium amortization
Loss (gain) on sale of available-for-sale securities
Gain on sale of loans held for sale
Loss on sale of other real estate
Loss on disposal of premises and equipment
Decrease (increase) in interest receivable
(Decrease) increase in interest payable
Increase in prepaid expenses
Increase (decrease) in other accrued expenses
Originations of loans held for sale
Proceeds of sales of loans held held for sale

Net cash provided by operating activities

Imvesting activities

Purchases of available-for-sale securities
Maturities of available-for-sale securities
Proceeds from sale of available-for -sale securities
Purchases of other investments
Net increase in loans made to customers
Additions to other real estate
Proceeds from sale of other real estate
Purchases of real estate held for sale
Purchases of premises and equipment

Net cash used by investing activities

Finaneing activities

Net (decrease) increase in demand deposits, interest

bearing transaction accounts and savings accounts
Net increase in certificates of deposit and other

time deposits
Repurchase and cancellation of common stock
Payment of cash in lieu of fractional shares

for stock dividend
Exercise of employee stock options

Net cash provided by financing activities

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning
Cash and cash equivalents, ending

See accompanying notes to consolidated financial statements,

29

Years Ended December 31
2002 2001 2000
$ 2,761,796 $ 1,905,319 $ 1,679,252
1,291,384 566,976 305,033
210,892 231,590 227,063
(227,649 (42,180) (2,208)
(13,103) 7,334 63,669
195,436 (35,540) (6,900)
2,475 (4,327) -
(74,898) - -
24,443 31,072 7,351
- - 6,247
115,891 (90,036) (184,033)
(237,919) (452,424) 579,629
(153,310) (1,386) (69,028)
13,545 18,855 (19,526)
(5,148,032) - -
5,011,803 - -
3,772,754 2,135,253 2,586,549
(68,285,150) (96,196,397) (4,972,022)
73,798,110 83,009,787 3,264,229
2,997,525 575,065 -
(74,400) (94,400) (3,700)
(18,167,859) (22,676,174) (21,771,906)
- (3,132) (103,688)
169,377 179,466 38,307
- - (5,003)
(1,126,836) (52,700) (355,756)
(10,689,233) (35,258,485 ~(23,909,539)
(2,440,429) 13,872,502 9,546,217
20,559,827 15,264,270 16,217,994
- (358,786) (1,900,000)
(12,281) - (6,264)
96,071 52,593 123,355
18,203,188 28,830,579 23,981,302
11,286,709 (4,292,653) 2,658,312
15,330,470 19,623,123 16,964,811
$ 26,617,179 $ 15,330,470 $ 19,623,123




Notes to Conselidated Financial Statements
Community First Bancorporation

NOTE A - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization ~ Community First Bancorporation (the “Company”), a bank holding company, and its wholly-owned
subsidiary, Community First Bank, are engaged in providing domestic commercial banking services from their headquarters
office in Walhalia, and other offices in Seneca, Anderson and Williamston, South Carolina. The Company is a South
Carolina corporation and its banking subsidiary is a state chartered commercial bank with its deposits insured by the Federal
Deposit Insurance Corporation (the “FDIC”). Therefore, the Company and its bank subsidiary operate under the
supervision, rules and regulations of the Federal Reserve Board, FDIC and South Carclina State Board of Financial
Institutions. The holding company was incorporated on May 23, 1997 and Community First Bank was organized on
December 1, 1988, and received its charter and commenced operations on March 12, 1990.

The subsidiary, Community First Bank, is a community-oriented institution offering a full range of traditional banking
services, with the exception of trust services. Substantially all of its loans are made to individuals and businesses within its
markets in Oconee and Anderson counties of South Carolina. Also, substantially all of its deposits are acquired within its
local market areas and no brokered deposits are accepted.

Principles of Consofidation and Basis of Presentation The consolidated financial statements include the accounts of the
parent company and its banking subsidiary after elimination of all significant intercompany balances and tranpsactions. The
accounting and reporting policies of the Company and its subsidiary are in conformity with generally accepted accounting
principles and gemeral practices within the banking industty. In certain instances, amounts reported in prior years’
consolidated financial statements have been reclassified to conform with the current presentation. Such reclassifications had
no effect on previously reported shareholders’ equity or net income.

Accounting Estimates  In preparing financial statements in conformity with generally accepted accounting principles,
management is required to make estimates and assumptions that affect the reported amounts of revenues and expenses
during the reporting period. Actual results could differ significantly from those estimates. Material estimates that are
particularly susceptible to significant change in the near-term relate to the determination of the allowance for loan losses. In
connection with the determination of the allowance for lcan losses, management has identified specific loans as well as
adopting a policy of providing amounts for loan valuation purposes which are not identified with any specific loan but are
derived from actual loss experience ratios, loan types, loan volume, economic conditions and industry standards.
Management believes that the allowance for loan losses is adequate. While management uses available information to
recognize losses on loans, future additions to the allowance may be necessary based on changes in economic conditions. In
addition, regulatory agencies, as an integral part of their examination process, periodically review the banking subsidiary’s
allowance for loan losses. Such agencies may require additions to the allowance based on their judgments about
information available tc them at the time of their examination.

Securities Equity securities that have readily determinable fair values and ail debt securities are classified generally at the
time of purchase intc ome of three categories: held-to-maturity, trading or available-for-sale. Debt securities which the
Company has the positive intent and ability to hold to uitimate maturity are classified as held-to-maturity and accounted for
at amortized cost. Debt and equity securities that are bought and held primarily for sale in the near term are classified as
trading and are accounted for on an estimated fair value basis, with unrealized gains and losses included in other income.
However, the Company has never held any securities for trading purposes. Securities not classified as either held-to-
maturity or trading are classified as available-for-sale and are accounted for at estimated fair value. Unrealized holding
gains and losses on available-for-sale securities are excluded from net income and recorded as other comprehensive income,
net of applicable income tax effects. Dividend and interest income, including amortization of any premium or accretion of
discount arising at acquisition, are included in earnings for all three categories of securities. Realized gains and losses on ail
categories of securities are included in other operating income, based on the amortized cost of the specific security on a
trade date basis.

Other Investments  Other investments consist of restricted securities which are carried at cost. Management periodically
evaluates these securities for impairment, with any appropriate downward valuation adjustments being made when

necessary.

Loamns Held for Sale Loans held for sale are reported at the lower of cost or estimated fair value on an aggregate loan
portfolio basis. Gains or losses realized on the sale of loans are recognized at the time of the sale and are determined by the
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difference between the net sales proceeds and the carrying value of the loans sold. Gains and losses on sales of loans are
included in other income.

Loans and Interest Income Loans are carried at principal amounts outstanding, increased or reduced by deferred net loan
costs or fees. Interest income on loans is recognized using the interest method based upon the principal amounts
outstanding. Loan origination and commitment fees and certain direct loan origination costs (principally salaries and
employee benefits) are deferred and amortized as an adjustment of the related toan’s yield. Generally, these amounts are
amortized over the contractual life of the related Ioans or commitments.

A loan is considered to be impaired when, in management’s judgment based on current information and events, it is
probable that the obligation’s principal or interest will not be collectible in accordance with the terms of the original loan
agreement. Impaired loans include non-accrual loans, which are loans past due, according to their contractual terms, 90
days or more with respect to interest or principal payments. Impaired loans, when not material, are carried in the balance
sheet at a value not to exceed their observable market price or the fair value of the collateral if the repayment of the loan is
expected to be provided solely by the underlying collateral. The carrying value of any material impaired loan is measured
based on the present value of expected future cash flows discounted at the loan’s effective interest rate, which is the
contractual interest rate adjusted for any deferred loan fees or costs, premium or discount existing at the inception or
acquisition of the loan. Generally, the accrual of interest is discontinued on impaired loans and any previously accrued
interest on such loans is reversed against current income. Any subsequent interest income is recognized on a cash basis
when received unless collectibility of a significant amount of principal is in serious doubt. In such cases, collections are
credited first to the remaining principal balance on a cost recovery basis. An impaired loan is not returned to accrual status
unless principal and interest are cwrrent and the borrower has demonstrated the ability to continue making payments as
agreed.

Allowance for Loan Losses An allowance for possible loan losses is maintained at a level deemed appropriate by
management to provide adequately for known and inherent risks in the loan portfolio. When management determines that a
loan will not perform substantially as agreed, a review of the loan is initiated to ascertain whether it is more likely than not
that a loss has occurred. If it is determined that a Ioss is probable, the estimated amount of the loss is charged off and
deducted from the allowance. The provision for possible loan losses and recoveries on loans previously charged off are
added to the allowance. Determining the amount and adequacy of the allowance for loan losses involves estimating-
uncertain future events and their effects based on judgments applied to currently known facts and circumstances. Changes
in the estimated allowance for loan losses necessitated as new events occur or more information is obtained are accounted .
for as changes in accounting estimates in the accounting period in which the change occurs.

The allowance for loan losses is composed of specific, general and unallocated amounts. Specific amounts are determined
when necessary on individual loans based on management’s evaluation of the Company’s credit loss exposure considering
the cwrrent payment status, underlying collateral and other known information about the borrower’s circumstances.
Typically, these loans are considered impaired or have been assigned internal risk grades of management attention, special
mention, substandard or doubtful. General amounts are provided for all other loans, excluding those for which specific
amounts were determined, by applying estimated loss percentages to the porifolio categorized using risk grades. These
percentages are based on management’s current evaluation with consideration given to historical loss experience. The
unaliocated portion of the allowance consists of an amount deemed appropriate to provide for the elements of imprecision
and estimation risk inherent in the specific and general amounts and is determined based on management’s evaluation of
various conditions that are not directly measured by the other components of the aliowance. This evaluation includes
general national and local economic and business conditions affecting key lending market areas, credit quality trends,
collateral values, loan volumes, portfolio seasoning, and any identified credit concentrations. The findings of intemnal credit
reviews and results from external audits and regulatory examinations are also considered.

The Company utilizes its risk grading system for all loans held in the porifolio. This system involves the Company’s
lending officers assigning a risk grade, on a loan-by-loan basis, considering information about the borrower’s capacity to
repay, collateral, payment history, and other known factors. Risk grades assigned are updated monthly for any known
changes in circumstances affecting the borrower or the loan. The risk grading system is monitored on a continuing basis by
management and the Company’s internal auditor who is independent of the lending function.

Premises and Equipment Premises and equipment are stated at cost, less accumulated depreciation. The provision for
depreciation is computed using the straight-line method. Rates of depreciation are generally based on the following
estimated useful lives: buildings - 40 years; land improvements - 15 years; furniture and equipment - 5 to 25 years. The
cost of assets sold or otherwise disposed of, and the related allowance for depreciation is eliminated from the accounts and
the resulting gains or losses are reflected in the consolidated income statement. Maintenance and repairs are charged to
current expense as incurred and the costs of major renewals and improvements are capitalized.
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Other Reol Estate and Real Estate Held for Sale  Other real estate consists of properties acquired through foreclosure or
acceptance of a deed in lieu of foreclosure which were carried in other assets at a value $168,820 as of December 31, 2001.
No such properties were held as of December 31, 2002. These properties are initially recorded at the lower of cost or the
estimated fair market value, less estimated selling costs. Loan losses arising from the acquisition of such property are
charged to the allowance for loan losses. An allowance for losses on foreclosed properties is maintained for subsequent
downward valuation adjustments.

Real estate held for sale is carried in the consolidated balance sheet at the lower of cost or estimated net realizable value.
This property consists of four commercial lots that were subdivided and developed from land acquired to comstruct the
banking subsidiary’s Anderson office. Management periodically evaluates real estate held for sale for impairment, with any
appropriate downward valuation adjustments being made when necessary.

Advertising The Company expenses advertising and promotion costs as they are incurred.

Retirement Plan  The Company has a salary reduction profit sharing plan pursuant to Section 401(k) of the Internal
Revenue Code as more fully described in Note J. The Company does not sponsor any postretirement or postemployment
benefits.

Deferred Income Taxes The Company uses an asset and liability approach for financial accounting and reporting of
deferred income taxes. Deferred tax assets and liabilities are determined based on the difference between the financial
statement and income tax bases of assets and liabilities as measured by the currently enacted tax rates which are assumed
will be in effect when these differences reverse. If it is more likely than not that some portion or all of a deferred tax asset
will not be realized, a valuation allowance is recognized. Deferred income tax expense or credit is the result of changes in
deferred tax assets and liabilities.

Stock-Based Compensation  As of December 31, 2002, the Company has two stock-based employee compensation plans,
which are described more fully in Note G. The Company accounts for those plans under the recognition and measurement
principles of Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees,” and
related interpretations. No stock-based employee compensation cost is reflected in net income, as all options granted under
" these plans had an exercise price equal to the market value of the underlying common stock on the date of grant. The
following table illustrates the effect on net income and net income per share if the Company had applied the fair value
recognition provisions of Statement of Financial Accounting Standards (“SFAS™) No. 123, “Accounting for Stcck-Based
Compensation,” to stock-based employee compensation. Per share amounts have been adjusted to reflect the effects of 5%
stock dividends effective November 28, 2002, December 21, 2001 and December 15, 2000.

Years Ended December 31,
2002 2001 2000

Net income, as reporied $ 2,761,796 $ 1,905,319 $ 1,679,252
Deduct: Total stock-based employee

compensation expense determined under

fair value based method for all awards,

net of any related tax effects (276,129) (257,757) (199,115)
Pro forma net income $§ 2,485,667 $ 1,647,562 $ 1,480,137
Net income per share, basic

As reporied $ 1.24 $ 0.85 $ 0.75

Pro forma 1.12 0.74 0.66
Net income per share, assuming dilution

As reported 3 1.17 $ 0.81 $ 0.71

Pro forma 1.06 0.70 0.62

The fair values of options granted during 2002, 2001 and 2000 were $10.56, $9.13 and $8.83 per share, respectively. Such
fair value was estimated as of the date of the grant using the minimum value option pricing method. The following
assumptions were used for grants in 2002, 2001 and 2000: dividend yield of 0%, expected life of 10 years, and risk-free
interest rates of 4.06%, 5.39% and 5.85%, respectively.
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Earnings Per Share Basic net income per share is calculated by dividing net income by the weighted average number of
shares of the Company’s common stock outstanding during the period. Net income per share, assuming dilution, is
calculated by dividing net income by the total of the weighted average number of shares outstanding during the period and
the weighted average number of any dilutive potential common shares and stock options that would have been outstanding if
the dilutive potential shares and stock options had been issued. In computing the number of dilutive potential common
shares, it is assumed that all dilutive stock options are exercised at the beginning of each year and that the proceeds are used
to purchase shares of the Company’s common stock at the average market price during the year. See Note G.

Comprehensive Income Comprehensive income consists of net income or loss for the current period and other
comprehensive income, defined as income, expenses, gains and losses that bypass the consolidated statement of income and
are reported directly in a separate component of shareholders’ equity. The Company classifies and reports items of other
comprehensive income according tc their nature, reports total comprehensive income or loss in the consolidated statement
of changes in shareholders’ equity and displays the accumulated balance of other comprehensive income or loss separately
in the shareholders’ equity section of the consolidated balance sheet. See Note G.

Consolidated Statement of Cask Flows The consolidated statement of cash flows reports net cash provided or used by
operating, investing and financing activities and the net effect of those flows on cash and cash equivalents. Cash
equivalents include amounts due from banks, federal funds sold and securities purchased under agreements to resell.

During 2002, 2001 and 2000, interest paid on deposits and other borrowings amounted to $4,955,123, $8,664,877 and
$6,434,395, respectively. Income tax payments of $1,807,300, $1,093,000 and $995,600 were made during 2002, 2001 and
2000, respectively. In 2002, 2001 and 2000, noncash transfers of $25,000, $120,000 and $56,135, respectively, were made
from loans to other real estate. Noncash transfers from retained earnings to common stock in the amounts of $1,739,166,
$1,656,963 and $1,904,961 were made as the result of stock dividends declared in 2002, 2001 and 2000, respectively. In
2001, a $6,341 noncash transfer was made from retained earnings to other liabilities for cash payable in lieu of fractional
shares for a stock dividend. During 2002, 2001 and 2000, noncash valuation adjustments totaling $337,208, $825,609 and
$1,969,019 were made which each increased the carrying amount of available-for-sale securities. In 2002, accumulated
other comprehensive income increased $216,150 and related met deferred income tax assets or liabilities changed by
$121,058; in 2001, accumulated other comprehensive income increased $529,216 and related net deferred income tax assets
or liabilides changed by $296,393; and in 2000, accumulated other comprehensive income increased $1,262,141 and related
net deferred income tax assets or lizbilities changed by $706,878.

NOTE B - CASH AND DUE FROM BANKS

Banks are generally required by regulation to maintain an average cash reserve balance based on a percentage of deposits.
The average amount of the cash reserve balances at December 31, 2002 and 2001, were approximately $1,009,000 and
$959,000, respectively.

NOTE C- SECURITIES

The aggregate amortized cost and estimated fair values of securities, as well as gross unrealized gains and losses of
securities were as follows:

December 31,

2002 2001
Gross Gross Gross Gross
Unrealized Unrealized Estimated Unrealized Unrealized Estimated
Amortized Holding Holding Fair Amortized Holding Holding Fair
Cost Gains Losses Value Cost Gains Losses Value
Available-for-sale
U.S. Government
agencies $42,919,558 $ 414074 - $43,333,632 $62,175,791 $§ 368,098 § 214,723 $627329,166
Mortgage-backed
securities 19,259,662 175,999 12,022 19,423,639 8,712,045 102,871 7,783 8,807,133
State, county and
municipal 197,877 12,445 - 210,322 197,657 4,825 - 202,482
Total $62,377,097 $ 602,518 § 12,022  $62,967,593 $71,085,493 $§ 475794 § 222,506 $71,338,781
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The amortized cost and estimated fair value of securities by contractual maturity are shown below:

December 31
2002 2001
Amortized ) Estimated Amortized Estimated
Cost Fair Value Cost Fair Value
Available-for-sale

Due within one year $ 1,000,000 $ 1,000,000 $ - 5 -
Due after one through five years 31,691,273 32,040,270 53,565,712 53,626,541
Due after five through ten years 10,426,162 10,503,684 8,610,079 8,702,625
Due after ten years - - 197,657 202,482
43,117,435 43,543,954 62,373,448 62,531,648
Mortgage-backed securities 19,259,662 19,423,639 8,712,045 8,807,133
Total 3 62,377,097 3 62,967,593 $ 71,085,493 3 71,338,781

During 2002, the Company sold an available-for-sale security with a carrying value of $3,000,000 for $2,997,525, realizing
a loss of $2,475 on the sale. The income tax provision credited to expense applicable to this realized loss was $889.
During 2001, the Company sold an available-for-sale security with a carrying value of $570,738 for $575,065, realizing a
gain of $4,327 on the sale. The income tax provision charged to expense applicable to this realized gain was $1,553. There
were mo sales of available-for-sale securities in 2000. There were no transfers of available-for-sale securities to other
categories in 2002, 2001 or 2000.

At December 31, 2002, securities with an amortized cost of $25,520,356 and an estimated fair value of $25,813,681 were
“ pledged as collateral to secure public deposits. The amortized cost and estimated fair value of such pledged securities were

$45,970,487 and $47,806,367, respectively, at the end of 2001.

NOTE D - LOANS

Loans consisted of the following; ~

December 3]
2002 2001

Commercial, financial and industrial $ 21,670,544 $ 23,584,833
Real estate- construction ' 822,149 345941
Real estate - mortgage 92,903,525 74,237,238
Consumer installment 21,962,286 21,575,914

Total 137,358,504 119,743,926
Allowance for loan losses (1,950,000) (1,200,000)

Loans - net $ 135,408,504 $ 118,543,926

Net deferred loan fees of $121,624 and $37,576 were allocated to the various loan categories as of December 31, 2002 and 2001, respectively.
Loans which management has identified as impaired generally are nonperforming loans. Nonperforming loans include

nonaccrual loans or loans which are 90 days or more delinquent as to principal or interest payments. Following is a
summary of activity regarding the Company’s impaired loans:
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December 31

2002 2001
Investment in impaired loans
Nonaccrual $ 865875  $§ 608,634
Accruing 90 days and over past due - 1,204
Total $ 865875 $ 6092838
Average total investment in impaired loans during the year $ 453,000 $ 498,000
Allowance for loan losses on impaired loans at year end ‘ 518,346 133,165

The average total investment in impaired loans during 2000 was $249,000. There were no commitments to lend additional
funds to debtors owing amounts on impaired loans at December 31, 2002.

As of December 31, 2002 and 2001, there were no significant concentrations of credit risk in any single borrower or groups
of borrowers. The Company’s loan portfolic consists primarily of extensions of credit to businesses and individuals in its
Cconee and Anderson County, South Carolina market areas. The economy of these areas is diversified and does not
depend on any one industry or group of related industries. Management has established loan policies and practices that
include set limitations on loan-to-collateral vaiue for different types of collateral, requirements for appraisals, obtaining and
maintaining current credit and financial information on borrowers, and credit approvals.

Transactions in the allowance for loan losses are sumarized below:

Years Ended December 31,
2002 2001 2000
Balance at January 1 $ 1,200,000 $ 1,000,000 $ 942,950
Provision charged to expense 1,291,384 566,976 305,033
Recoveries 6,113 9,018 10,304
Charge-offs {547,497) _(375,994) (258,287)
Balance at December 31 $ 1,950,000 $ 1,200,000 $ 1,000,000

Certain officers and directors of the Company and its subsidiary, their iinmediate families and business interests were loan
customers of, and had other transactions with, the banking subsidiary in the normal course of business. Related party loans
are made on substantially the same terms, including interest rates and collateral, and do not involve more than normal risk
of collectibility. The aggregate dollar amount of these loans was $10,212,119 and $8,691,318 at December 31, 2002 and
2001, respectively. During 2002, $7,044,017 of new loans were made and repayments totaled $5,523,216.

NOTE E - PREMISES AND EQUIPMENT

Premises and equipment consisted of the following:

December 31
2002 2001

Land $ 1,022,387 $ 1,022,387
Buildings and land improvements 2,052,216 2,052,216
Furniture and equipment 1,524,198 1,360,436
Construction in process 963,074 -
Total 5,561,875 4,435,039

. Accumulated depreciation 1,413,795 1,202,903
Premises and equipment - net $ 4,148,080 $ 3,232,136

Depreciation expense for the years ended December 31, 2002, 2001 and 2000 was $210,892, $231,590 and $227,063,
respectively.
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NOTE F - DEPOSITS

A summary of deposits follows:
December 31
2002 2001

Noninterest bearing demand $ 24,415791 $  25,448702
Interest bearing transaction accounts 26,192,354 25,754,073
Savings 22,477,204 24,323,003
Time deposits $100,000 and over 59,370,988 50,425,214
Other time deposits 79,182,290 67,568,237

Total deposits $ 211,638,627 $ 193,519,229

As of December 31, 2002 and 2001, local governmental deposits comprised approximately 23% and 25% of total deposits,
respectively. As of December 31, 2002, $114,125 of overdrawn demand deposit balances have been reclassified as loans.

At December 31, 2002, the scheduled maturities of time deposits are as follows:

Year Amount
2003 $ 99,197,366
2004 33,528,382
2005 5,249,074
2006 438,411
2007 and thereafter 140,045

NOTE G- SHAREHOLDERS® EQUETY

Restrictions on Subsidiary Dividends, Loans or Advarces  South Carolina banking regulations restrict the amount. of
dividends that banks can pay to shareholders. Any of the banking subsidiary’s dividends to the parent company which .
exceed in amount the total amount of the subsidiary’s current year-to-date eamnings are subject to the prior approval of the
South Carclina Commissioner of Banking and are generally payable only from its undivided profits. At December 31,
2002, the banking subsidiary’s undivided profits totaled $10,050,945. In additicn, dividends paid by the banking subsidiary
to the parent company would be prohibited if the effect thereof would cause the Bank’s capital to be reduced below
applicable minimum capital requirements. Under Federal Reserve Board regulations, the amounts of loans or advances
from the banking subsidiary to the parent company are also restricted.

Stock Dividends  Effective November 28, 2002, December 21, 2001 and December 15, 2000 the Company’s Board of
Directors declared 5% stock dividends. All per share information has been retroactively adjusted to give effect to the stock
dividends.

Accumulated Other Comprehensive Income (Loss) As of December 31, 2002 and 2001, accumulated other
comprehensive income included as a component of shareholders’ equity in the accompanying consolidated balance sheet
consisted of accumulated changes in the unrealized holding gains and losses on available-for-sale securities, net of income
tax effects, amounting to $378,508 and $162,358, respectively.
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Earnings per Share Net income per share and net income per share, assuming dilution, were computed as follows:

Years Ended December 31,
2002 2001 2000
Net income per share, basic
Numerator - net income $ 2,761,796 $ 1,905,319 $ 1,679,252
Denominator :
Weighted average common shares issued and outstanding 2,229,079 2,228,953 2,241,828
Net income per share, basic $ 1.24 3 85 $ 75
Net income per share, assuming dilution
Numerator - net income $ 2,761,796 $ 1,905,319 $ 1,679,252
Denominator
Weighted average common shares issued and outstanding 2,229,079 2,228,953 2,241,828
Effect of dilutive stock options 122,129 130,909 134,675
Total shares 2,351,208 2,359,862 2,376,503
Net income per share, assuming dilution 3 1.17 $ 81 h) 71

Regulmory Capital ~ All bank holding companies and banks are subject to various regulatory capital requirements
administered by the federal banking agencies. Failure to meet minimum capital requirements can initiate certain
mandatory, and possibly additional discretionary, actions by regulators that, if undertaken, could have a direct material
effect on the Company’s consolidated financial statements. Under capital adequacy guidelines and the regulatory
framework for prompt cormrective action, bank holding companies and banks must meet specific capital guidelines that
involve quantitative measures of their assets, liabilities, and certain off-balance-sheet items as calculated under regulatory
accounting practices. Capital amounts and classification are also subject to qualitative judgments by the regulators about
components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adeguacy require the Company and its banking subsidiary
to maintain minimum amounts and ratios set forth in the table below of Total and Tier 1 Capital, as defined in the
** regulations, to risk weighted assets, as defined, and of Tier 1 Capital, as defined, to average assets, as defined.
- * Management believes, as of December 31, 2002 and 2001, that the Company and its subsidiary bank exceeded all capital
adequacy minimum requirements.

As of December 31, 2002, the most recent notification from the FDIC categorized Community First Bank as well
capitalized under the regulatory framework for prompt cormrective action. To be categorized as well capitalized, the
Company and its banking subsidiary must maintain minimum Total risk-based, Tier | risk-based, and Tier 1 leverage ratios
as set forth in the table. There are no conditions or events since that notification that management believes have changed
Community First Bank’s category. The Company’s and Community First Bank's actual capital amounts and ratios are also
presented in the table.




Minimum for Minimum to be

Actual Capital Adeguacy Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
December 31, 2002 (Dollars in thousands)
The Company
Total Capital to risk weighted assets $21,481 15.2% $11,346 8.0% $14,183 10.6%
Tier 1 Capital to risk weighted assets $19,706 13.9% 55,673 4.0% 38,510 6.0%
Tier 1 Capital to average assets (leverage) $19,706 8.8% 36,745 3.0% $11,242 5.0%
Community First Bank '
Total Capital to risk weighted assets ‘ $20,659 14.6% . 811,346 8.0% $14,183 10.0%
Tier 1 Capital to risk weighted assets 518,884 13.3% $5,673 4.0% 58,510 6.0%
Tier 1 Capital to average assets (leverage) $18,884 8.4% $6,745 3.0% $11,242 5.0%
December 31, 2001
The Company
Total Capital to risk weighted assets 518,055 14.2% $10,169 8.0% $12,711 10.0%
Tier 1 Capital to risk weighted assets $16,855 13.3% $5,085 4.0% 37,627 6.0%
Tier 1 Capital to average assets (leverage) 516,855 8.0% $6,342 3.0% $10,570 5.0%
Community First Bank
Total Capital to risk weighted assets 817,310 13.6% 810,169 8.0% $12,711 10.0%
Tier 1 Capital to risk weighted assets $16,110 12.7% 35,085 4.0% $7,627 6.0%
Tier 1 Capital to average assets (leverage) $16,110 7.6% $6,342 3.0% $10,570 5.0%

Stock Options In 1998, the Company’s shareholders approved the 1998 Stock Option Plan under which an aggregate of
509,355 shares (adjusted for subsequent stock dividends and a stock split) of the Company’s authorized but unissued
common stock was reserved for possible issuance pursuant to the exercise of stock options. Generally, options may be
granted to directors, officers and employees under terms and conditions, including expiration date, exercise price, and
vesting as determined by the Board of Directors. In 1990, the shareholders approved the 1989 Incentive Stock Option Plan.
The 1989 plan provided for the granting of options to certain eligible employees and reserved 355,996 shares (adjusted for
stock dividends and splits) of authorized common stock for issuance vpon the exercise of such options. Although some
options granted under the 1989 Plan can still be exercised, no further options may be granted under the 1989 Plan. For all
stock options ever granted under the two plans through the end of 2002, the exercise price was the fair market value of the
Company’s common stock on the date the option was granted as determined by the Board of Directors. Options terminate
according to the conditions of the grant, not tc exceed 10 years from the date of grant. The expiration of the opticns
accelerates upon the optionee’s termination of employment with the Company or death, or if there is a change in control of
the Company, in accordance with the provisions of the two plans. Options awarded during 2002, 2001 and 2000 provided
for 20% vesting immediately upon award, with 20% vesting on the anniversary date of the award for each of the four
subsequent years, and ten year expiration: dates.

Transactions under the plans are summarized as follows:

Years Ended December 31,
2001 2000
Wid. Avg. Wid. Avg. Wwitd. Avg.
Exercise Exercise Exercise
Shares Price Shares Price Shares Price

Cutstanding at beginning of year 325,899 § 99 287,788 $ 868 285,417 $ 69
Granted 28,455 14.96 56,338 15.46 48,794 15.42
Exercised (15,859) 485 (14,767) 3.56 (40,142) 3.14
Forfeited or expired {6,054) 6.54 (3.460) 17.28 (6,281 14.60
Cutstanding at end of year 328441 10.87 325,899 9.99 287,788 8.68
Options exercisable at year-end 246,746 $ 934 218,879 $ 8.01 184,694 $ 6.66

Numbers of shares and exercise prices have been adjusted in the table above for 5% stock dividends effective November 28, 2002, December 21, 2001,
and December 15, 2000.
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The following table summarizes information about the options outstanding:

December 31, 2002

Options Outstanding

Options Exercisable

Weighted
Average
Remaining Weighted Weighted
Number Contractual Average Number Average
Range of Exercise Prices Outstanding Life (Years) Exercise Price Outstanding Exercise Price
$§ 393 to $§ 547 74,316 2.23 $ 4.57 74,316 $ 4.57
7.16 to 7.26 85,898 5.37 7.23 85,898 7.23
1492 to 16.33 168,227 7.96 15.52 86,532 15.52
328,441 5.98 $ 10.87 246,746 $ 9.34

Of the 865,351 shares of the Company’s authorized common stock originally reserved for issuance upon the exercise of
options under the two plans, 271,987 had not been issued as of December 31, 2002.

NOTE H - OTHER EXPENSES

Cther expenses are sumimarized below:

Salaries and employee benefits

Net occupancy expense

Furniture and equipment expense

Other expense o
Stationery, printing and postage
Telephone
Advertising and promotion
Professional services
Insurance
FDIC insurance assessment
Directors' fees
Other real estate costs and expenses, net
Data processing expenses
Other

Total

Years Ended December 31
2002 2001 2000

$ 2,055,809 $ 1,753,074 $ 1,559,219
189,768 192,399 186,203
236,000 246,930 255,787
231,164 206,019 186,292
67,720 61,624 51,515

67,835 68,514 68,628
124,755 103,124 75,947
24,486 19,626 10,260

33,750 32,217 28,850

73,700 68,800 64,700

41,612 39,867 17,513
125,387 77,963 68,569

424 814 368,535 388,389

$ 3,696,800 $ 3,238,692 $§ 2,961,872
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NOTE I - INCOME TAXES

Income tax expense consisted of:

Years Ended December 31,
2002 2001 2000
Current
Federal $ 1,640,594 $ 1,025,971 § 864,872
State" : 114,616 83,423 76,025
Total current 1,755,210 1,109,394 940,897
Deferred
Federal (227,649) (55,614) (2,030)
State - 13,434 (178)
Total deferred (227,649) (42,180) (2,208)
Total income tax expense $ 1,527,561 $ 1067214 $ 938,689

The principal components of the deferred portion of income tax expense or (credit) were:

2002
Provision for loan losses $ (213,868) $  (34,250) $ 1,280
Accelerated depreciation 13,972 (2,656) 2,805
Deferred net loan costs and fees (27,753) (25,274) (6,293)
Total $  (227649) $ (42,180) $ (2,208)

Income before income taxes presented in the consolidated statement of income for the years ended December 31, 2002,
2001 and 200C included no foreign component. A reconciliation between the income tax expense and the amount
computed by applying the federal statutory rate of 34% to income before income taxes follows:

2002

Tax expense at statutory rate $ 1,458,382 $ 1,010,661 $ 890,100
State income tax, net of federal

income tax benefit 75,647 55,059 50,059
Tax-exempt interest income (20,277) (23,087) (5,111)
Non-deductible interest expense to

carry tax-exempt instruments 1,771 3,709 608
Other, net . 12,038 20,872 3,033

Total $ 1,527,561 $ 1067214 $ 938,689
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Deferred tax assets and liabilities included in the consolidated balance sheet consisted of the following:

December 31

2002 2001
Deferred tax assets
Allowance for loan losses $ 503,537 $ 289,669
Deferred net loan fees 40,160 12,408
Gross deferred tax assets 543,697 302,077
Valuation allowance - .-
Total 543,697 302,077
Deferred tax liabilities
Accelerated depreciation 106,413 92,442
Unrealized net holding gains on
available-for-sale securities 211,988 90,930
Gross deferred tax liabilities 318,401 183,372
Net deferred income tax assets $ 225296 $ 118,705

The portion of the change in net deferred tax assets or labilities which is refated to unrealized holding gains and losses on
available-for-sale securities is charged or credited directly to other comprehensive income or loss. The balance of the
change in net deferred tax assets is charged or credited to income tax expense. In 2002, 2001 and 2000, $121,058 was
charged, $296,393 was charged, and $706,878 was charged to other comprehensive income or loss, respectively. In 2002,
$227,649 was credited to income tax expense; in 2001, $42,180 was credited to income tax expense; and, in 2000, $2,208
was credited to income tax expense.

Management believes that the Company will fully realize the deferred tax assets as of December 31, 2002 and 2001 based
on refundable income taxes available from carryback years, as well as estimates of future taxable income. .

NOTE § - RETIREMENT PLAN

The Company sponsors the Community First Bank 401(k) Plan (the “401(k) Plan”) for the exclusive benefit of all eligible
employees and their beneficiaries. Employees are eligible to participate in the 401(k) Plan with no minimum age
requirement after completing twelve months of service in which they are credited with at least 501 hours of service.
Employees are allowed to defer and contribute up to 15% of their salary each year. The Company matches $.50 for each
dollar deferred up to 10% of total salary. The Board of Directors can also elect to make discretionary contributions.
Employees are fully vested in both the matching and any discretionary contributions after five years of service. The
employer contributions to the plan for 2002, 2001 and 2000 totaled $38,996, $32,539 and $28,585, respectively.

NOTE K - COMMITMENTS AND CONTINGENCIES

Convnitments to Extend Crediy  In the normal course of business, the banking subsidiary is party to financial instruments
with off-balance-sheet risk. These financial instruments include commitments to extend credit and standby letters of credit,
and have elements of credit risk in excess of the amount recognized in the balance sheet. The exposure to credit loss in the
event of nonperformance by the other parties to the financial instruments for commitments to extend credit and standby
letters of credit is represented by the contractual notional amount of those instruments. Generally, the same credit policies
used for on-balance-sheet instruments, such as loans, are used in extending loan commitments and standby letters of credit.
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Following are the off-balance-sheet financial instruments whose contract amounts represent credit risk:

December 31
2002 2001
Loan commitments $ 13,943,222 $ 12,779,532
Standby letters of credit 238,100 322,600

Loan commitments involve agreements to lend to a customer as long as there is no violation of any condition established in
the contract. Comumitments generally have fixed expiration dates or other termination clauses and some involve payment of
a fee. Many of the commitments are expected to expire without being fully drawn; therefore, the total amount of loan
commitments does not necessarily represent future cash requirements. Each customer’s creditworthiness is evaluated on a
case-by-case basis. The amount of collateral obtained, if any, upon extension of credit is based on management’s credit
evaluation of the borrower. Collateral held varies but may include commercial and residential real properties, accounts
receivable, inventory and equipment.

Standby letters of credit are conditional commitments to guarantee the performance of a customer to a third party. The
credit risk involved in issuing standby letters of credit is the same as that invelved in making loan commitments to
customers.

Borrowing Availebility At December 31, 2002, the banking subsidiary had an unnsed short-term line of credit to purchase
up to $5,000,000 of federal funds from an unrelated correspondent bank. The line is available on a one-day basis for the
general corporate purposes of the Bank. Advances under the line are further restricted in availability to 14 days in any 30
day pericd, except in the sole discretion of the other institution. The Bank also has unused lines of credit available from the
Federal Home Loan Bank of Atlanta (“FHLB”). Under the terms of the FHLB agreements, the Bank may borrow
approximately $36,511,000 for its general corporate purposes. Borrowings under the lines may bear interest at either a
variable or fixed rate established by the FHLB. The lines, if utilized, would be secured by FHLB capital stock with a
carrying value of $554,500, and blanket liens on qualifying 1-4 family residential first lien mortgage loans held by the Bank
sufficient to secure the advances. The carrying amount of such loans at December 31, 2002 was approximately
$47,941,000. ‘

Litigation  The Company and its subsidiary were not involved as defendamts in any litigation at December 31, 2002.
Management is not aware of any pending or threatened litigation, or unasserted claims or assessments that are expected to
result in losses, if any, that would be material to the consolidated financial statements.

Williamston Office  In August of 2000, a temporary office facility was placed on the land acquired for the banking
subsidiary’s Williamston office and opened for commercial operations. Occupancy of the permanent office facility is
expected to occcur during the first quarter of 2003. Construction costs incurred to date total $483,395 and management
estimates additional capital expenditures for construction, furniture and equipment will total approximately $224,000.

Future Westminster Office  In the fourth quarter of 2002, the Company acquired a parcel of land in Westminster, South
Carolina as the site for a potential future office location. Permission to establish such an office has been obtained from the
South Carolina State Board of Financial Institutions and an application has been filed with the Federal Deposit Insurance
Corporation. Subject to obtaining the requisite regulatory approval and completion of the permanent office facility in
Williamston, South Carolina, management imtends to comumence operations at this location during 2003 using the
temporary facility currently in use in Williamston, Management has not yet formulated plans for or considered a capital
budget for a future permanent facility in Westminster.

NOTE L - DISCLOSURES ABOUT FAIR VALUES OF FINANCIAL INSTRUMENTS

SFAS No. 107, “Disclosures about Fair Values of Financial Instruments,” as amended, requires disclosure of the estimated
fair value of on-balance sheet and off-balance sheet financial instruments. A financial instrument is defined by SFAS No.
107 as cash, evidence of an ownership interest in an entity or a contract that creates a contractual obligation or right to
deliver or receive cash or another financial instrument from a second entity on potentially favorable or unfavorable terms.

Fair value estimates are made at a specific point in time based on relevant market information about the financial

instrument. These estimates do not reflect any premium or discount that could result from offering for sale at one time the
Company’s entire holdings of a particular financial instrument. No active trading market exists for a significant portion of
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the Company’s financial instruments. Fair value estimates for these instruments are based on management’s judgments
regarding future expected loss experience, current economic conditions, risk characteristics of various financial instruments,
and other factors. These estimates are subjective in nature and involve uncertainties and matters of significant judgment and
therefore cannot be determined with precision. Changes in assumptions could significantly affect the estimates.

Fair value estimates are based on existing on-and-off balance sheet financial instruments without attempting to estimate the
value of anticipated future-business and the value of assets and liabilities that are not considered financial instruments.
Significant assets and liabilities that are not considered financial assets or liabilities include net deferred tax assets and
premises and equipment. In addition, the income tax ramifications related to the realization of the unrealized gains and
losses can have a significant effect on fair value estimates and have not been considered in the estimates.

The following methods and assumptions were used by the Company in estimating the fair values of its financial instruments:

For cash and due from banks, interest bearing deposits due from banks and federal funds sold, the carrying amount
approximates fair value because these instruments generally mature in 90 days or less. The camrying amounts of accrued
interest receivable or payable approximate fair values.

The fair value of U.S. Government agencies debt securities is estimated based on published closing quotations. The fair
value of state, county and municipal securities is generally not available from published quotations; consequently, their fair
values estimates are based on matrix pricing or quoted market prices of similar instruments adjusted for credit quality
differences between the quoted instruments and the securities being valued. Fair value for mortgage-backed securities is
estimated primarily using dealers’ quotes.

The fair value of other investments, consisting of FHLB stock, approximates the carrying amount.

Fair values are estimated for loans using discounted cash flow analyses, using interest rates currently being offered for
loans with similar terms and credit quality.

The fair value of deposits with no stated maturity (noninferest bearing demand, interest bearing transaction accounts and
savings) is equal to the amount payable on demand, or carrying amount. The fair value of time deposits is estimated using
a discounted cash flow calculation that applies rates currently offered to aggregate expected maturities.

The estimated fair values of off-balance-sheet financial instruments such as loan commitments and standby letters of credit
are generally based upon fees charged to enter into similar agreements, taking into account the remaining terms of the
agreements and the counterparties’ creditworthiness. The vast majority of the banking subsidiary’s loan commitments do
not involve the charging of a fee, and fees associated with outstanding standby letters of credit are not material. For loan
commitments and standby letters of credit, the commitied interest rates are either variable or approximate current interest
rates offered for similar commitments. Therefore, the estimated fair values of these off-balance-sheet financial instruments
are nominal.
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The following is a summary of the carrying amounts and estimated fair values of the Company’s financial assets and
liabilities:

December 31
2002 2001
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial assets
Cash and due from banks ' $ 5113815 $ 5,113,815 $ 6,063,051 $ 6,063,051
Interest bearing deposits due from banks 32,364 32,364 27,419 27,419
Federal funds sold 21,471,000 21,471,000 9,240,000 9,240,000
Securities 62,967,593 62,967,593 71,338,781 71,338,781
Other investments ' 554,500 554,500 480,100 480,100
Loans held for sale 211,127 211,127 - -
Loans 135,408,504 135,948,000 118,543,926 118,912,829
Accrued interest receivable 1,350,574 1,350,574 1,466,465 1,466,465
Financial liabilities
Deposits 211,638,627 212,298,000 193,519,229 193,593,609
Accrued interest payable 1,069,177 1,069,177 1,307,096 1,307,096

The following is a summary of the notional or contractual amounts and estimated fair values of the Company’s off-balance
sheet financial instruments:

December 31
2002 2001
Notional/ Estimated Notional/ Estimated
Contract Fair Contract Fair
B Amount Value Amount Value
Off-balance sheet commitments .
Loan commitments $ 13,943,222 $ - $ 12,779,532 $ .
Standby leiters of credit 238,100 - 322,600 -

NOTE M - ACCOUNTING CHANGES

Goodwill and Other Intangibles FASB Statement No. 142, “Goodwill and Other Intangible Assets,” addresses financial
accounting and reporting for acquired goodwill and other intangible assets and supersedes APB No. 17, “Intangible
Assets.” This Statement changes the accounting for goodwill from an amortization method to an impairment-only
approach. The provisions of this Statement are required to be applied beginning with fiscal years beginning after December
15, 2001. The adoption of this Statement as of January 1, 2002 did not have any material adverse or beneficial effect on the
consolidated financial position or results of operations of the Company.

Accounting for Asset Retirement Obligations TFASB Statement No. 143, “Accounting for Asset Retirement Obligations,”
addresses financial accounting and reporting for obligations associated with the retirement of tangible long-lived assets and
the associated asset retirement costs. The Statement requires recording the fair value of a liability for an asset retirernent
obligation in the period in which it is incurred, along with increasing the carrying amount and depreciation of the related
asset. This Statement is effective for financial statements issued for fiscal years beginning after June 15, 2002, with earlier
application encouraged. The adoption of this Statement as of January 1, 2003 is not expected to have any material adverse
or beneficial effect on the consolidated financial position or results of operations of the Company.

Accounting for the Impairment or Disposal of Long-Lived Assets  FASB Statement No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets,” addresses financial accounting and reporting for the impairment or disposal
of long-lived assets. This Statement supersedes FASB Statement No. 121 and the accounting and reporting provisions of
APB No. 30 for the disposal of a segment of 2 business, as previously defined in that Opinion. The provisions of this
Statement are effective for financial statements issued for fiscal years beginning after December 15, 2001, and interim
periods within those fiscal years, with early application encouraged. The adoption of this Statement as of January 1, 2002
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did not have any material adverse or beneficial effect on the consolidated financial position or results of operations of the
Company. '

Isolation of Transferred Financial Assets  FASB Technical Bulletin No, 01-1 deferred until 2002 application of the
isolation standards of FASB Statement No. 140 as applied to banks and certain other financial institutions. FASB
Statement No. 140, “dccounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities,”
provides accounting and reporting standards for transfers of financial assets and extinguishments of liabilities based on a
financial components approach that focuses on retention or surrender of control of such assets or liabilities. The Statement
also requires the reclassification of financial assets pledged as collateral under certain circumstances. FASB Statement 140
was effective for transfers and servicing of financial assets and extinguishment of liabilities occurring after March 31, 2001,
and effective for recognition and reclassification of collateral and for disclosures relating to securitization transactions and
colfateral for fiscal years ending after December 31, 2000. The adoption of FASB Statement No. 140 in 2001 and the
deferral allowed by FASB Technical Bulletin No. 01-01 have not had any material adverse or beneficial effect on the
consolidated financial position or results of operations of the Company.

Rescission of FASB Statemrents No. 4, 44, and 64, Amendmernt of FASE Staternernt No. 13, and Technical Corrections
FASB Statement No. 145, “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and
Technical Corrections,” addresses financial accounting and reporting for extinguishment of debt and for certain lease
modifications that have economic effects similar to sale-leaseback tramsactions. This Statement requires that gains and
losses from debt extingrishments that are part of an entity’s recurring operations not be accounted for as extraordinary
items. Furthermore, gains and losses from debt extinguishments that are not past of an entity’s recurring operations are
required to be evaluated using the criteria in Accounting Principles Board Cpinion Ne. 30, “Reporting the Results of
Operations — Reporting the Effects of Disposal of 2 Segment of a Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions,” to determine whether extraordinary treatiment is warranted for those transactions. The
provisions of this Statement related to debt extingnishments are required to be applied in fiscal years beginning after May
15, 2002, with early application encouraged. Restatement is required for amounts that previously were classified as
extraordinary, but that do not meet the criteria in Opinion No. 30 for extraordinary treatment. The Statement’s other
provisions were required to be applied either to transactions occurring after May 15, 2002 or for financial statements issued
on or after May 15, 2002, with early application encouraged. The adoption of the provisions of FASB No. 145 as of their
effective dates did not have any material adverse or beneficial effect on the consolidated financial position or resulis of
operations of the Company. ‘

Accounting for Costs Associated with Exit or Disposal Activiies FASB Statement No. 146, “Accounting for Cosis
Associated with Exit or Disposal Activities,” addresses financial accounting and reporting for costs associated with exit or
disposal activities and nuliifies Emerging Issues Task Force Issues Nos. 88-10 and 94-3. This Statement requires that a
liability for a cost associated with an exit or disposal activity be recognized at its fair value when the liability is incurred,
rather than the previous recognition of a liability at the date that an entity committed fo an exit plan. The provisions of this
Statement are effective for exit or disposal activities initiated after December 31, 2002, with early application encouraged.
The adoption of Statement No. 146 is not expected to have any material adverse or beneficial effect on the consolidated
financial position or results of operations of the Company.

Acquisitions of Certain Financiel Institutions FASB Statement No. 147, “Acquisitions of Certain Financial
Institutions,” amends Statements No. 72 and 144 and FASB Interpretation No. 9. This Statement addresses the financial
accounting and reporting for the acquisition of all or part of a financial institution, except for a transaction between two or
more mutual enterprises, and provides guidance on accounting for the impairment or disposal of acquired lomg-term
customer-relationship intangible assets, including those acquired in transactions between two or more mutual enterprises.
This Statement makes Statement No. 72 and Interpretation 9 not applicable to acquisitions within its scope and requires that
acquisitions of all or part of a financial institution that meet the definition of a business combination be accounted for by
the purchase method in accordance with FASB Statement No. 141, “Business Combinations.” Acquisitions that do not
qualify as business combinations because the transferred net assets and activities do not constitute a business are to be
accounted for in accordance with paragraphs 4-8 of Statement No. 141. This Statement also makes the provisions of
Statement No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” applicable to long-term customer-
relationship intangible assets, except servicing assets, recognized in the acquisition of a financial institution. In addition,
certain amounts previously recognized with regard to a business combination as unidentifiable intangible assets may be
required to be reclassified as goodwill, with restatement of any amortization expense subsequent to the date of the adoption
of FASB Statement No. 142, “Goodwill and Other Intangible Assets.” The provisions of this Statement were generally
effective as of October 1, 2002, with earlier application permitted. The adoption of Statement No. 147 as of January I,
2002 did not have any material adverse or beneficial effect on the consolidated financial position or results of operations of
the Company.
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Accounting for Stock-Based Compensation — Transition and Disclosure ~FASB Statement No. 148, “Accounting for
Stock-Based Compensation — Transition and Disclosure,” amends Statement No. 123 to provide alternative methods of
transition for entities that voluntarily change to the fair value method of accounting for stock-based employee
compensation. FASB Statement 142 also amends the disclosure provisions of that Statement to reguire prominent
disclosure about the effects on reported net income of an entity’s accounting policy decisions with respect to stock-based
compensation. Also, this Statement amends APB Opinion No. 28, Inferim Financial Reporting, to require disclosure about
those effects in interim financial information. The provisions of this Statement related to tramsition provisions and
disclosure requirements were effective for financial statements for fiscal years ending after December 15, 2002. The
provisions related to interim financial reporting are applicable to interim periods beginning afier December 15, 2002.
Adoption of this Statement as of December 15, 2002 did not have any material adverse or beneficial effect on the
consolidated financial position or results of operations of the Company as of and for the years ended December 31, 2002,
2001 and 2000, nor is it expected te have any such effects on the Company’s future consolidated interim financial position
or results of operations. As of December 31, 2002, the Company has two stock-based employee compensation plans. The
Company accounts for those plans under the recognition and measurement principles of Accounting Principles Board
(“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees,” and related interpretations. No stock-based
employee compensation cost is reflected in net income, as all options granted under those plans had an exercise price equal
to the market value of the underlying common stock on the date of grant. While the Company has adopted the disclosure
provisions of Statement No. 123, as amended, there are no current intentions to adopt the fair value method recognition
provisions of that Statement.

Accounting by Certain Financing Entities (Including Entities with Trade Receivables) That Lend to or Finance the
Activities of Others The American Institute of Certified Public Accountants’ (“AICPA”) Accounting Standards Executive
Committee (“AcSEC™) issued Statement of Position (“SOP”) 01-6, “dccounting. by Certain Entities (Including Entities
with Trade Receivables) That Lend to or Finance the Activities of Others,” that reconciles and conforms existing
differences in the accounting and financial reporting guidance in the AICPA Audit and Accounting Guides, “Banks and
Savings Institutions,” "Audits of Credit Unions” and “Audits of Finance Companies”. It also carries forward accounting
guidance for practices deemed to be unique to certain financial institutions. Trade receivables of all entities, including
commercial and not-for-profit entities that finance their customers’ purchases of goods and services using trade receivables,
are within the scope of the existing finance companies Guide and are, therefore, within the scope of the new SOP. The
SOP is effective for fiscal years beginning after December 15, 2001. The adoption of this SOP as of January 1, 2002 had
no material adverse or beneficial effect on the consolidated financial position or restlts of operations of the Company. '

Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirecs Guarantees of Indebiedness - -
of Others The FASB issued its Interpretation 45 (“FIN 457), “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others,” which addresses a guarantor’s measurement and
recognition of its liabilities under certain gnarantee transactions at inception and provides for new disclosures regarding the
nature and extent of such guarantees. The disclosure requirements are effective for interim and annual financial statements
ending after December 15, 2002. FIN 45’s initial recognition and measurement provisions are effective prospectively; that
is, for guarantees issued or modified on or after January 1, 2003. The adoption of the disclosure provisions of this
Interpretation as of December 31, 2002 had no material adverse or beneficial effect on the consolidated financial position or
results of operations of the Company. Furthermore, the adoption of the Interpretaticn’s measurement and recognition
provisions as of January 1, 2003 are not expected to have any material adverse or beneficial effects on the Company’s
future consolidated financial position or results of operations.

46




NOTE N - COMMUNITY FIRST BANCORPORATION (PARENT COMPANY ONLY)

Condensed Balance Sheet
Assets
Cash
Investment in banking subsidiary
Other assets
Total assets
Liabilities
Other labilities
Shareholders' equity
Total liabilities and shareholders' equity

Condensed Statement of Income
Income
Dividends received from banking subsidiary
Interest income
Other income
Total income
Expenses
Other expenses
Total expenses

Income (loss) before income taxes and equity in
undistributed eamnings of banking subsidiary
Income tax expense {credit)
Equity in undistributed earnings
of banking subsidiary
Net income

Condensed Statement of Cash Flows
Operating activities
Net income
Adjustments to reconcile net income to net
cash provided by operating activities
Equity in undistributed eamings
of banking subsidiary
(Increase) decrease in other assets
(Decrease) increase in other liabilities
Net cash (used) provided by
operating activities
Financing activities
Repurchase and cancellation of common stock
Exercise of employee stock options
Payment of cash in lieu of fractional
shares for stock dividend
Net cash provided (used) by financing activities
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning
Cash and cash equivalents, ending
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December 31
002 2001
$ 815,259 $ 756,109
19,262,897 16,271,948
6,697 -
$ 20,084,853 $ 17,028,057
$ - $ 11,282
20,084,853 17,016,775
$ 20,084,853 $ 17,028,057
Years Ended December 31,
2002 2001 2000
$ - $ - $ 2,420,000
15,285 32,540 32,933
8,297 8,520 1,483
23,582 41,060 2,454,416
43,281 26,988 30,360
43,281 26,988 30,360
(19,699) 14,072 2,424,056
(6,697) 4,784 1,379
2,774,798 1,896,031 (743,425)
$ 2,761,796 $ 1,905319 § 1,679,252
Years Ended December 31,
002 2001 2000
$ 2,761,796 $ 1,905,319 $ 1,679,252
(2,774,798) (1,896,031) 743,425
(6,697) - 5,130
(4,941) 3,405 (931)
(24,640) 12,693 2,426,876
- (358,786) (1,900,000)
96,071 52,593 123,355
(12,281) - (6,264)
83,790 (306,193) (1,782,509)
59,150 (293,500) 643,967
756,109 1,049,609 405,642
$ 815,259 $ 756,109 $ 1,049,609




Board of Directors, Community First Bancorporation
and Communnity First Bank

Dr. Larry S. BOWINIAI ...ooviiiiiioiicee ettt Orthopedic Surgeon,
Vice Chairman Blue Ridge Orthopaedic Associates, P.A.
William M., BIrOWDN. ..o President and Chief Executive Officer,
Secretary ' Lindsay Qil Company, Inc.
Robert H. EAWards .......cc.oooiioeeeee e President, Edwards Auto Sales, Inc.
Blake L. Griffith. ..o President, Griffith Properties, LLC
John R. Hamrick...........ccoooo oo President, Lake Keowee Real Estate, Inc. and
President, John Hamrick Real Estate
R, Theo HaITIS, ST oo een e Retired Educator and Farmer
James E. McCoy....oooovvevviiiiiereee Plant Manager, Walhalla, Timken Company (Manufacturing)
Chairman
Frederick D. Shepherd, Jr. .....ooooooiiiii President, Chief Executive Officer and Treasurer,
Community First Bancorporation and
Community First Bank
Gary V. Thrifl......ccooooiiiieieens President, Thrift Development Corporation (General Contractor)
and Vice President, Thrift Group, Inc. (Building Supplies)
JameS E. TUIMET..........c.coooiiiiiieiiceiieee e Chairman of the Board, Turner’s Jewelers, Inc.
Charles L. Winchester .............ococeeviiiiinienecieeicen President, Winchester Lumber Company, Inc.

Officers, Community First Bancorporation

Frederick D. Shepherd, Jr. ........ccoocooiiiiiiiieeee, President, Chief Executive Officer and Treasurer

WA ML BIOWIL ..ottt et eesb e et e sbat e b e e aaaeetaeesseans Secretary

Anderson Arez Advisory Board, Communmnity First Bank

Dr. Don C. GaITISOM .......ovviiiiieeeiie et President, Tri-County Technical College
John M. Geer, JT. ..o District Manager, Duke Power Company
Dr. William K. StHNZET .......oocoviriiriiiirieieeeccee e Veterinarian, Stringer Animal Hospital
Jerome (Jerry) M. Rhodes..........ccooeevvieencniine President, Carolina Burglar & Fire Alarm Company
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Officers and Employees, Community First Bank

Frederick D. Shepherd, JT. .......ccocoeeiiviiierinie e President, Chief Executive Officer and Treasurer
Jefery A. GRIFITN......ooiiriiii ettt ettt sttt eerte et et e ae et e bt e taera e saneebeeatsebaesteen Senior Vice President
Bemjamin L. HIOM.......oooiioiiiiiiie ettt e e e et b e e etteene e e er e e e taeta e e e aeeeatasrrae e Senior Vice President
Faye K. MBATES ....ooviiiieiieiie ettt ettt sttt s ae et e et e e st e st ataeare e ebe e mesat e baetneeeenbe e b enes Senior Vice President
DAVIQ L. POIETS......cueiiiietieiiiii ittt ettt ettt ettt e st bbb e s st b sssesse et e baensesbaasbeenanenes Senior Vice President
ROY W. PRIEILDS, JE. oot ettt st s b e st et ereenenn s Senior Vice President
WRIHAIM ML STECLE. ...ttt ettt bttt st s et b ke bbb ee b st et et st et nes Senior Vice President
JAmes A, AKITISOM. ....coovriiiieieris ettt ettt e e et e e e e s et erb e setnaeaneas Vice President, Internal Auditor/Compliance
JORTE FL DAY ottt et et s ha et e s ke e e srseebee st bt et e et e neeenee Vice President
Larmy A DellInger ..ottt ettt et e et e ae e b e et e b e e be et e b e benar e Vice President
Damiel J. MW .....ooiiiiiiiciiecice ettt ettt st et eie e Vice President and Mortgage Loan Officer
Sandra D. GravIey .....c.cccoevviiiiiiiii et Assistant Vice President and Loan Operations Officer
Carol G. WIISOM.......ciiiiiiiici ettt ee ettt et et seeeeseavsesneebeeas Assistant Vice President and Operations Officer
Sheila L. GAHOWAY .....covvivicieeieincrcetne et Assistant Cashier and Deposit Services Officer
SCOU S, FIII ..ottt e et st st et a b ea e e e s e s ae st st e nr e ket e s b nhe e bb e abe b e e bt e s e b e b s s e e re e Branch Manager
JAMES H. SROCIIAKET.....cooiiiiiiii ettt et ettt na e esb s st esa et s b e res bt e eneenaeseens Management Trainee
RAYINONA S, Wil ....ooiiteiiiiieei ettt st e e et e st s s e et ee b s b et essersesbasaereebbesaesseasaerbesaenseeans Loan Collections
Laura L. AdBITIS.......cccoiiiiiiiiis ettt ettt ca s ett e se et be s ar e b e e be st ba st e b e ate e beaabtenbeebeeren Customer Specialist
TTACY L. BROOKS ...ttt ettt et st besan e s e s be e b e e st e bt e teerbesnraenteeneeans Customer Specialist
Sharon A, BIOWIL........oeeeiiiiiiiie ettt e ee ettt e et e et esn e sts et besteesaa st s sesasreessesnenns Customer Service Representative
THACY E. BUITEIL.....coviiitieieceeie ettt et st eat et e e st et e st esbeem e esbesatambeesnesabanbesssennsenbanssnennis Loan Specialist
SHITlEY €. CaBIE ...oevirireeeee ettt et e s et cee et e s e et e s e aeeseere s basbessersesosatsareesaassestnabentans Customer Specialist
Mary E. CAIMOM ......c.oeieiiriiiieserteer ettt ev et sebaese s s e st enseasssbasse ssesanaseestsasassastensonsesseesennes Customer Specialist
VIVIZI ML CLaTK. .ottt er ettt saas st e e b et sra et assaaneeneenteneeas Operations Specialist
Linda L DM ....uvecieiicieee ettt ettt ettt rae st e s st et e e ee e e resnb et ebba e e st e e eanaeenne e nbeeenreeneean Customer Specialist
CaTOL P DIYAT ...ttt st sttt s e e e e b e an e set e sb e e e e st e e easeare et be s b e nnt e raenan Senior Customer Specialist
Aprni L. Edwards..............c...... eteetereereos et eetatastess e s e s seRaets e s b eaeastaRtae s aee e taseeReeekerA g et e o st ebeesaesbanbesaesee et enneeasane Loan Specialist
ANNA S FAIMNET ....ooveiiieic ettt e s et s et e be s e b e ts e te s b s b et et b es et e sa st erenbesterean Customer Specialist
RINONAA P. FOWICT .....oiiiiiiitiiiic ettt ettt et e ee et et eets et e sanass e e st e s asaaseessaensenssasnseessensseasaensaanesensearssanses Loan Specialist
CATO] AL BT ....ee e cecctieceectecre st et e e te s seeetaecteeteeetesaesateeteesteesseeataesaeartastsessessbeessassesntaeraeanssestessnesseesaranssenns Loan Specialist
MATY AL HANCOX ..ottt et e terae st s st e e s ne e e e s sat e e et s e eseeassseeabaaansbeeasten b s aenbassabn e saaesmrae s Customer Specialist
JeSSICA J. BEBALNL.....cuiii ettt et et r e e ba et rs et et ettt e rae e sresresnteneeees Customer Specialist
AL Beth HENSOM ...ttt ettt te e steaeta e s s eebeest e ssseabeesbseatesstesseeeasantassnnesesantaeres Operations Specialist
SherTy B. HODKIIS ......coiieiieiiiiiteirree et rin et et e stessc e s saaesn et e st etassas s e s s e sesatansensantarsaeneesaeseesoses Accounting Specialist
Pentnie S. HUNAIEY .....ocoovviiiiiecriece sttt s te st st e be s s b b eaae stassaeree e s saesaesn serntns Mortgage Loan Specialist
RENEE J. KLY ... ettt ettt st e b et e s e b e s e eaneennens Accounting Specialist
SANAIA T. KIIE ...ooieeieiitie ettt sttt ettt e et e at e s e st e sreeseee sasastesaes satesaes seeeraeanas sstsoreesuessaneans Customer Specialist
Angela E. LANGSION .....ocuiiiiiiiiereii ettt ettt et b e st n e r b e Operations Specialist
SANAY R.LUSK ..o ettt b e s et et et e be b e sae b en e e n bbbt ae b saeseesann Customer Specialist
TrACEY V. MICSWAIIL.....c.coieiiicicteee sttt ettt et e s e st e s b e s b e ete e b ebna s e saeebesrtssaetaessassensenasasaessas Customer Specialist
JUAY AL MILET ..ottt et st s et e e e bt e e ses e e eabee s et e baarae b e s aees Senior Customer Specialist
LaUTa S, MIOOY ..ottt ettt ste e e e st te et e s see s s e stesae s sae e baeass s besre sseentaesaeanneereesaneeantens Customer Specialist
SUSAN IML MIOTSE. ......veieierie ittt ettt et e s e e st becaeessesaesbesreeseseeessesaessesseastasesseessessessansesnseneenss Customer Specialist
SYIVIA T, INICROIS ... ..ttt et s et et se e e r et se e saesesteebe st e eaneeabesstesnnesseenne Operations Specialist
Kathleen A, OmMUCK.......ccoccoiiiiiiiecriee et ee s rvnc e et e s e sesnessbeesseseeseeesrseenveans Customer Service Representative
ATY B PATAIN. ..ottt et sae et e st et e e e e be et e s rearasaeesraeeenane Customer Specialist
ANGEIAD. REIG......coiiiiiiiiiii e s e et e ae e st r b e asenbe e rae e et nans Customer Specialist
Serena D). REIG ......cviiiieiieii ettt ettt eb et e et sa e et ere e ereeas e raeeae s Customer Service Representative
Jessica L. Roper.......ccoocevveinenccnnneienns e tetertaeteetre it et e ae e te et e e bae et ent e ataeate et e e ateebe e h e nae et e enee st e nrenenne Operations Specialist
Kathy M. ROWIANA .......oociiiiiiiiie ettt e e s eab e b e e b e st b e e aesaneanbessnesanes Operations Specialist
Crystal B. SHNNETT ....oooviiviiii ittt et et ae e tbease s s reesbeesbeess e teasssesssassearbesssaesseassansseenaennes Customer Specialist
TERCEY R SHOME .....oiitiieieiie e ettt sttt st e ettt te s eaaetae s beenbesasaba e Customer Service Representative
Karen P. TROMIPSOM .....cvoivieiiiiriiciiecieeiesieeticeataneeveesteestesasecaveseseessanteesressssensesaseesbesseessnnns Customer Service Representative
Leslie R, WATBIAW ......cooiiiiiiiiiiciicie ettt st e bt et s te et e e e s ete e e e e e tae e eraneste et ne Customer Specialist
Crystal D. WHITB.......oiveiiiiietii ittt et b e st et esabe sttt r e abesbaesbaeneesaseseeeansansbensnesn Senior Customer Specialist
LS8 AL WIIDAIKS ....ccuvieiieii it ectie e ce ettt e e eeate e et e sabeesrs e e eeasseesaesmsbeesseeeabenaabrenergeesbneeenaee e Customer Specialist
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Stock Transfer Agent

Community First Bank
Attn: Benjamin L. Hiott, Senior Vice President
Post Office Box 1097
Walhalla, South Carolina 29691
(864) 638-2105

This Annual Report serves as the ANNUAL FINANCIAL DISCLOSURE STATEMENT furnished pursuant to Part 350
of the Federal Deposit Insurance Corporation’s Rules and Regulations. THIS STATEMENT EAS NOT BEEN
REVIEWED, OR CONFIRMED FOR ACCURACY OR RELEVANCE, BY THE FEDERAL DEPOSIT
INSURANCE CORPORATION. Community First Bancorporation will furnish free of charge a copy of the Annual
Report on Form 10-KSB filed with the Securities and Exchange Commission upen written request to Frederick D.
Shepherd, Jr., President, Community First Bancorporation, Post Office Box 1097, Walhalla, South Carolina 29691.
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